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Collective Investment Schemes (hereafter "CIS") offer a lot of advantages to investors, 
including, professional management, risk diversification, higher liquidity, lower 
transaction costs and access to overseas markets. Further, CIS are regulated by 
regulatory bodies. Some researches argue that CIS may not be able to offer all of the 
superior advantages mentioned above. 
With the help of more aggressive marketing program and an upward swing of the 
equity markets in the world, the industry enjoyed a spectacular growth in the past ten 
years, but the total market share of CIS in Hong Kong as an investment tools of the 
public is still very low compared with that in Western countries. 
CIS can be in the form of unit trusts or mutual funds. The primary difference between 
these two forms is only the legal ownership of the fund. A unit trust is a collective 
investment scheme with property held on trust for participants. A mutual fund is 
-established as a corporation constituted to do business as an investment company, 
which shares issued to investors for the purchase of assets and for its expenses. 
• 
Because of the difference in the "capital" structure of the investment scheme, CIS's 
can be divided into two categories namely, open-end and closed-end funds. Open-end 
iv 
、 
funds continuously issued shares to new investors, and redeem the shares of investors 
who exit. The value of a share of an open-end fund is always its NAV. A closed-end 
fiind has fixed capital like a normal corporation. If a shareholder wants to sell, he must 
sell to another investor but not to the fund. Prospective investors of close-ended fund 
can only invest by purchasing from existing shareholders. Similar to other securities, 
their prices are determined by market demand and supply. 
CIS industry is being regulated by SFC and various legislation such as the Protection 
of Investors Ordinance and the Securities Ordinance. SFC also publishes the "Codes 
on Unit Trusts and Mutual Funds" (hereafter "the codes”)，which set out the detailed 
conditions for authorization and regulation of CIS. Further, the codes include the fit 
and proper criterion of the fund managers, the role and duties of trustees and 
custodians, information to be disclosed in constitutive documents and offering 
documents, promotion and investment restrictions, conflict of interest, taxation, 
registration, etc. Recently, the SFC has started to deregulate the industry by greatly 
reducing the number of rules and making them much broader and easier to 
comprehend. The rationale is that detailed rules encourage compliance with the letter 
rather than the spirit of the law. Further, the SFC hopes to encourage institutions to 






In principle, all jurisdictions regulate funds for the same reason, that is, to protect the 
investors. Most of them have adopted one or more of the following courses in achieving 
this objective: restrictions on how funds promotion, regulations or requirements for the 
fiind operators (fit and proper test), restrictions on type of investment, limits on 
investment to ensure an adequate spread of risk, provisions for reporting and supervision, 
provisions for administration and operation. Compared with the Western and Asian 
countries, we find that the regulatory authorities in Hong Kong exercise a higher degree of 
flexibility towards the CIS industry. 
The major sources of income of a registered CIS management company come from 
front end fee，back end fee, management fee performance fee and rebate from brokers. 
In 1994，SFC prohibited registered CIS，s from receiving rebate from brokers as their 
income. Based on our study, adding together all of the fees mentioned above, investors 
are paying as much as 9% of their investment as the transaction costs for the first year 
of their investment. For the second year and thereafter, they have to pay around 4% of 
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The authors of this paper are working in a financial services company specializing in ' 
securities brokerage and asset management business. At a time when collective 
investments have become the "hottest" item in the financial services industry, the 
company decided to set up a unit trust investment service to tap a fast-growing client 
group which represents the middle to higher income professionals. Unlike the market 
in the major developed economies where unit trusts and mutual funds have become 
highly recognized and accepted by the general public, the market for collective 
investment in Hong Kong has not been fully exploited. Many major commercial banks 
in the territory have just started utilizing their extensive branch network to provide unit 
trust advisory services to their customers. From a financial services company's 
standpoint, the merits of such business are: firstly, the steady, recurrent fee income 
which contrasts to the volatile commission income of a brokerage business, and 
secondly, the clientele is comprised of sophisticated, high net-worth investors who can 
also be the target market of other financial products of the company. 
The authors had a chance to participate in a similar project. During the process, we 
came across many interesting issues concerning the legal, operational and financial 
aspects of setting up a unit trust in Hong Kong. Given the fact that there has been a 
lack of studies in this area, we are motivated to work on this paper. We hope that this 
paper could serve the purpose of providing a thorough study of the market, 
regulations, organization, functions, costing, and dealing practice of collective 
\ 
2 
investments in Hong Kong, which could benefit not only practitioners this field, but 
also investors, who can understand better by knowing the other side of the story. 
We would like to thank all the interviewees for their valuable suggestions and 
comments. Special thanks are also due to our friends who have given us support 







Collective investment is growing rapidly among investors in the world and in Hong 
Kong. The institutionalization of investments is nothing new. In the United States, 
Europe and Japan, pension entitlements and life-insurance policies have been gaining 
ground among households' financial assets since the 1960s. Collective investment is 
gaining a broader scope as individual investors entrust their money to mutual fiinds and 
unit trusts for better returns. Another trend also emerges with the fast-growing 
collective investment market: the globalization of .portfolio investment. Giant funds 
are flowing to every part of the world. Emerging markets in Asia and Latin America 
are awakened by the inflow of foreign investment. Growing financial sophistication 
and overseas markets, in turn, drive people to professional management for help. 
Collective investment is not an easy tool to manage. It is probably the reason why 
there are so many reference books teaching people on the topic, guiding them now to 
evaluate and compare different schemes, and helping them to choose the suitable ones 
out of the thousands available in the market. However, there has been minimal 
discussion on the structural, legal, operational and financial aspects of collective 
investment from the viewpoint of a practitioner. We aim to fill this gap in our paper. 
. < 
4 
Scope of Study and Topics for Discussion 
、 
In this paper, we focus on the market issues, the regulations, and the financial 
considerations to be met when setting up a collective investment scheme in Hong 
Kong. However, the main discussion is limited to the equity fund due to the limited 
space of the paper. Many of the topics discussed here would also apply to other funds, 
but additional measures and provisions for specialized funds\ pooled retirement 
• • 2 
schemes, immigration-linked funds and investment linked assurance policies are 
inevitably excluded. 
The topics are set out in the following order: This Chapter presents the scope and 
research methodology of this paper. Chapter Two defines a collective investment 
scheme and considers its functions. Chapter Three describes the history of the CIS 
market in Hong Kong, with particular emphasis on the past two years' development. 
It also includes analyses of the market structure in different aspects: market size and 
growth, competition, ownership structure, market concentration, products, distribution 
system and market prospects. Chapter Four classifies various types of collective 
investment scheme and outlines the structure of most schemes. Chapter Five describes 
the regulations of the sector, referring to juridical sources, control agencies, norms of 
conflict of interest and full disclosures and explores some legal issues concerning the 
setting up of funds in Hong Kong. Chapter Six compares the relevant Hong Kong 
1 The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds (Hong Kong: 
Securities and Futures Commission, 1995), Chapter 8. 
2 The Securities and Futures Commission has set out its policies and criteria for authorization in 
"Code on Investment Linked Assurance and Pooled Retirement Funds". 
\ 
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laws with those of the United States, the United Kingdom, and Asian countries 
Chapter Seven evaluates the economic feasibility of fund operation. Chapter Eight 
describes the principal operating problems of the existing institutions. Chapter Nine 
concludes our discussions. 
Research Methodology 
The material in this paper are mainly collected through literature review and 
interviews. Through literature review, we generate a picture of the market, the 
regulatory framework, the structure and economics of collective investment in Hong 
Kong. Next we identify various problems or issues faced by the practitioners. We 
then discuss such problems and issues through interviews with professionals and 
regulatory bodies in the field. We also manage to obtain relevant market statistics 
from sources such as the Securities and Futures Commission (hereafter "SFC"), the 
Hong Kong Stock Exchange and the Hong Kong Investment Funds Association 
(hereafter "HKIFA"). Unfortunately, due to competition concern, some interviewees 
refused to disclose detailed financial data on fund operations. 




SOME CONCEPTS ON COLLECTIVE INVESTMENT 
Definitions of Collective Investment 
Collective investment refers to both mutual funds and unit trusts or any other pooled 
investment vehicle. Section 2(1) of the Securities Ordinance defines a mutual fund 
corporation as "any corporation which is or holds itself out as being engaged primarily, 
or proposes to engage primarily, in the business of investing, reinvesting or trading in 
securities and which is offering for sale or has outstanding any redeemable shares of 
which it is the issuer"; and a unit trust as "any arrangement made for the purpose, or 
having the effect, of providing facilities for the participation by persons, as 
beneficiaries under a trust, in profits or income arising from the acquisition, holding, 
management or disposal of securities or any other property whatsoever " Chapter 3 of 
the Code on Unit Trusts and Mutual Funds further defines a collective investment 
scheme as "a unit trust or mutual fund corporation as defined under s.2(l) of the 
Securities Ordinance " For simplicity, we hereafter refer all collective investment 
schemes as CIS or simply, fund. 
Functions of Collective Investment 




By pooling together the resources of a group of investors, CIS can afford the costs of 
professional management as well as research and analyses. Since there are economies 
of scale in these areas, CIS is thus a cost effective tool to achieve such functions. 
Risk diversification 
According to many portfolio theories, such as the Capital Asset Pricing Model, 
investing in a portfolio of many securities whose returns are not perfectly correlated 
spreads much of the risk�. However, it is difficult for a small investor to carry out such 
risk diversification on his own. By contrast, CIS enable investors to hold fractional 
shares of many different securities which they may not be able to do on an individual 
basis. 
Liquidity and savings of transaction costs 
CIS are easily bought and sold. The open-end funds are traded on their net asset value 
(hereafter "NAV"). When buying and selling securities, investors may suffer from 
illiquidity of some securities and incur "market impact" costs, in which a buy/sell order 
may cause a temporary increase/decrease in the prices. In a CIS, transaction costs are 




saved in the way that if investors redeem their holding in the fund, the fund does not 
need to buy and sell the underlying securities in the fund if it keeps some cash on hand 
or new investors come in; rather, it changes the title to the securities. As a result, both 
buyers and sellers save the transaction costs. Only in cases of imbalances between 
buyers and sellers of the funds, which then creates a need to buy or sell some of the 
fund's assets. But by trading large blocks of securities, CIS can also achieve 
substantial savings on brokerage fees and commissions'^. More importantly, the fund 
enables an investor to buy and sell a large portfolio with practically no "market impact" 
costs.5 
Entry to Overseas Markets 
CIS allows small investors to invest in overseas markets which they may not be able to 
do so on individual basis. Particularly overseas markets which are closed to outside 
individual foreign investors i.e. Taiwan. 
Regulations and Disclosure 
CIS are highly regulated by regulatory bodies, which brings additional protection for 
investors. 
4 As CIS can receive commission rebate from brokers for large volume transactions, the CIS holders 
can enjoy the benefit if the rebate is credited to the fund. For details, please refer to Chapter 8. 
5 However, there is a debate on this and in some situations, the transaction costs and the "market 




Fund management companies are required to disclose financial statements, interim 
account, and policy and amount of soft dollar^ commission to investors. 
Challenges to CIS 
Though CIS serve many functions, they are also subject to challenges such as high 
entry costs and underperformance of funds relative to market performance in the past. 
In Western countries, many argued that casual evidence hardly supports the superiority 
of professionally managed portfolios. There were numerous studies on this area but 
the debate still goes on7 The costs of trading mutual funds are also considerably high. 
There are not only front-end loads in some of the CIS, but also management fees and 
other hidden expenses.^ 
There are more reasons why unit trusts are not as popular in Asia as in the Western 
countries according to a survey done by Asian Business.9 Firstly, brokerage fees in 
Asia are low, so most investors directly invest in securities market unless they buy 
abroad, in which case CIS would be helpful. Secondly, unit trust front-end loads are 
still much higher than the level they should be (or the level in the Western countries)^^. 
6 For details please refer to Chapter 7. 
7 Most investment textbooks have discussed this. For example, see Zvi Bodie, 389-396. 
8 For details, please refer to Chapter 7. 
9 Matthew Montagu-Pollock, "Unit Trusts: High-Power Funds; Winners and Losers," Asian Business. 
Vol. 28, Issue 1, January 1992，76-93. 
.10 For details, please refer to Chapter 7. 
» 
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Thirdly, vested interests within the industry have consistently worked against the 
emergence of proper standards of performance and cost comparison. Finally, Asian 
、 
investors are not educated enough to invest in such new vehicles. 
The Product 
When classifying CIS，one has to remember that this is a two-sided activity: one 
addressed at the marketing and the other at the investments. 
The marketing can be towards households and institutional investors, e.g., pension 
funds, insurance companies, etc. Unit trusts are more often targeted at households, 
whereas closed-end investment companies' shareholders are mainly institutional 
investors. 
Most fiinds invest in listed stocks and bonds, some in money markets and some in 
derivative products. Equity funds are the most common type of fiinds being offered by 
fund management houses to retail investors in Hong Kong. Virtually all fund houses 
offer equity funds. In addition, about 53% of the fund houses offer bond funds, 38% 
offer money market funds and 23% offer warrant fUnds.u Another dimension lies with 
the geographical area, a CIS can be a single country fund, a regional fund or a global 
fiind. 
”Hong Kong Investment Funds Association, The Hong Kong Investment Funds Yearbook (Hong 




The variety of the existing CIS has resulted in substantial differences in performances. 
As a result, funds are also differentiated on the basis of liquidity and risk 
characteristics. 
Nowadays, most CIS can be bought and sold through phone or fax. Settlement is 
usually required within 7 days. In general, units are not allotted to subscribers unless 
payments have been made. 
Concerning minimum subscription level, about 45% of the fund houses require a 
minimum investment of US$1,000, over 30% require US$l,500-5,000, and 10% a 
minimum ofUS$ 10,000-25,000 in Hong Kong. Instead of having a fixed minimum 
value, some houses use a fixed number of units as the threshold, thus setting a floating 
minimum. There is exception. For saving plans, which refers to schemes that allow 
small regular fixed sum investments, minimum investment required is usually lower, 
ranging from US$100 to US$1,000. Now there are about 30% of the fund houses 
1 o 
offer such plans in the market. 
Regulations in Hong Kong provides that the maximum number of days for redemption 
shall not exceed one calendar month. However, for 85% of the fund houses, investors 
are able to get back the money within 5-14 business days. For a few, it only takes two 
days to redeem. 13 
Hong Kong Investment Funds Association, 18-19. 
. H o n g Kong Investment Funds Association, 19. 
12 
On pricing, virtually all fund houses adopt forward pricing. This means that when 
investors place their sales and purchase orders, fund houses will price the orders at the 
next valuation day. Over 60% use bid and offer price, less than 30% use NAV, while 
the remaining 10% use both quotation methods, 
. • 
Hong Kong Investment Funds Association, 19. To illustrate this, please refer to Appendix 1 for a 




THE COLLECTIVE INVESTMENT FUND MARKET IN HONG 
KONG 
The Developments Of The Equity Market In Hong Kong 
A Brief History Of The Hong Kong Stock Market 
Before the end of 1969, there was only one stock exchange in Hong Kong, namely 
Hong Kong Stock Exchange (hereafter "HKSE"). Far East Stock Exchange (hereafter 
"FEE") was established in 1969，then followed by Kam Ngan Stock Exchange 
(hereafter "KNSE") in 1971 and Kowloon Stock Exchange (hereafter “KSE”）in 1972. 
HKSE and FEE were the most important stock exchanges. HKSE had the largest 
number of listed companies while FEE had the highest turnover among all four 
exchangesi5. 
The establishment of the FEE coincided with the bull market of the Hong Kong equity 
in the early 1970，s. Heng Seng Index reached a peak of 1,700 in the early 1973，it then 
crashed to the low of 150 in 1974 and the peak figures would not be reached again 
until the 1980，s. When thq market was at its peak in 1973, the number of listed stocks 
15 George W. L. Hui, "The Securities Industry in Hong Kong,” in Manual of The Hong Kong 
Securities Industry, Robert Terpstra, ed. (Hong Kong: The Stock Exchange of Hong Kong Limited, 
‘1994)，24. . 
14 
was about three times that in the mid-1960's, the market capitalization at least five 
times, and the annual market turnover 50 times. 
Fueled by loose monetary policy and high property price, the second bull market came 
in 1979. Compared with market turnover and capitalization in 1978, the turnover 
quadrupled and capitalization just about tripled. The market dropped in 1978 because 
of a deposit taking company crisis and worry about the political future of Hong Kong. 
During the period when four exchanges co-existed, the problem of cross-listing and 
double count was a head-ache for market participants and it made some of the statistic 
data very difficult to interpret. In 1986’ the four exchanges unified into one exchange, 
namely The Stock Exchange Of Hong Kong (hereafter “SEHK，，). The unification 
coincided with a bull market and the launching ofHSI futures at the Hong Kong 
Futures Exchange. Fueled by strong properties market and return of confidence in the 
future of Hong Kong, HSI rose from 1,200 at the end of 1984 to a high of 3,900 in 
September 1987 and turnover increased by about 7 times in this three year span. The 
bull market ended with the worldwide stock market crash of October 1987. 
The most recent bull market began in 1990 with increasing international interest in 
investing in China through Hong Kong and was supported by a spectacular rise in the 
Hong Kong property price. At the end of 1993 the market reached its peak and toped 
at 12,500. During the period since the mid-1960's, the HSI increased over 100 times 
• 16 
and market turnover multiplied well over 800 times . 
‘ G e o r g e W. L. Hui, 25. 
t 
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Capital Raising At The Stock Market 
One of the primary functions of stock market is to raise capital for the commercial 
sector. Listed companies could use rights issue or placement to increase their capital. 
Unlisted companies could raise equity capital by way of initial public offerings (here 
after "IPO") Since there is no existing market or objective way to determine the prices 
of these unseasoned issues, therefore the pricing of these unseasoned issues often gives 
rise to complications^^ The history of the IPO in Hong Kong shows that issues opened 
trading at a significantly higher level. It was widely accepted that exchange officials 
played a role in ensuring that IPO's were "under-priced". Even though SFC initiated a 
series of reform to address the problem, the under-pricing has persisted. Because of the 
under-pricing, IPO's have been oversubscribed, sometimes even by several hundred 
times the offer amount, and a non-price allocation mechanism has to be used to allot 
the shares. 
Table shows the total amount of IPO，s and rights issue for the period from 1970 to 
1992. During the period, total capital raised by rights issue was constantly bigger than 
capital raised through IPO's. Probably, it is due to the aggregated size of listed 
companies is much bigger than the aggregated size of those companies to be listed. 
”George W. L. Hui, 27. 
� G e o r g e W. L. Hui, 29. 
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Regulatory Environment 
The regulatory environment of the Hong Kong equity market can be divided into two 
major periods : before and after 1987 stock market crash. 
Before the crash 
In the early 1970's, a committee was appointed to recommend the government to 
reform the regulatory framework of the equity market. The committee was better 
known as the Thomson Committee. The recommendations were eventually codified in 
the first set of regulations of the securities markets: 
• the Companies (Amendment) Ordinance of 1972 
• the Securities Ordinance of 1974; and 
• the Protection of Investors Ordinance of 1974 
In respect of the equity market, the Companies Ordinance tries to create a fairer 
environment for small investors by imposing the requirement of disclosing information 
to the public by listed companies. The Protection of Investors Ordinance enhances 
further the protection to investors. The rules of regulating the securities industry are 
contained in the Securities Ordinance. The Securities Commission was established in 




In 1976, the Commodities Trading Ordinance was enacted for the establishment of the 
Hong Kong Commodities Exchange, which was reconstituted and renamed to Hong 
Kong Futures Exchange in 1984. 
In 1980，the Stock Exchange Unification Ordinance of 1980 combined the four 
exchanges and granted the new exchange (SEHK) the exclusive right to operate a 
stock market in Hong Kong^^. 
After the crash 
After the New York "black-Friday" crash on 16th October, 1987 and the subsequent 
self-imposed four-day closure of the SEHK, the deficiency of the regulatory 
framework became apparent. To remedy the problem, the Governor appointed the 
Securities Review Committee (headed by Ian Hay Davision) to review the securities, 
and the fiitures industry and also the regulatory environment. 
The following recommendations from the Davision report have been implemented : 
• The Securities and Futures Commission was established by the Securities and 
Futures Commission Ordinance in 1989 to replace the Securities Commission and 
the Commodities Trading Commission. 
George W. L. Hui, 30. 
18 
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• In order to reflect the interest of different market participants and to prevent the 
exchange from being managed as a private club rather than a public utility, the role 
•t 
of the governing Council ofSEHK has been re-defined and its composition has 
been re-organized. 
• New listing rules were promulgated in 1989. 
• New clearing system (CCASS) was set up in 1992, to improve the efficiency of the 
securities industry and to enhance the risk control of stock broker firms. 
• In 1993 Automatic Matching System (AMS) was implemented. It can improve the 
efficiency of the trading system and provide room for future improvement. 
Through the computerized trading system, regulatory bodies can monitor the 
trading procedures with high efficiency. Hence a fairer environment is provided for 
investors. 
• HKFE has been re-organized as a non-profit-making organization. 
• A clearing corporation (Hong Kong Clearing Corporation) has been set up as the 
subsidiary of the HKFE in place of the former Futures Guarantee Corporation. 
t 
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Market Size & Growth Of CIS 
、 
The fund management market in Hong Kong has grown tremendously in the past 
decade. The number of authorized CIS has grown from 77 in 1981 to close to 1,000 
by the end of 1994, and the number of offshore funds (unauthorized) readily accessible 
from Hong Kong runs into another thousand. The net asset value of Hong Kong 
authorized CIS is over US$45 billion, versus only about US$17 billion in 1990. In 
1981’ there were only a few fund management companies operating in Hong Kong, 
whereas now there are over 100，representing many major financial institutions in the 
world.'' 
Market Development 
Even though we can see a spectacular growth in the past ten years, in fact, the market 
did not take off until reaching the 90’s. In the 80，s，the industry was very westernized 
in culture and had failed to adapt to the local practices and to attract local investors. 
The fund management industry had concentrated on attracting overseas institutional 
money to Asia. The banks' domination of the savings market and their widespread 
position of favoring and protecting the deposits market vis-a-vis alternative products, 
also prevented the development of new products such as CIS. Investors lacking of 
sophisticated investment knowledge also led to an environment in favor of bank 
deposits and securities to CIS. 
20 Hong Kong Investment Funds Association, 23. 
I 
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On the other hand, the local stock and forex markets were very popular among the 
investors, with most of them speculating on individual stock/currency without the 
knowledge of diversifying risks. Under these circumstances the demand for 
professional portfolio management was very limited. Unit trust front-end loads were 
also considered to be much higher than those for securities and forex. 
The situation changed towards the end of the 1980s. With high inflation, low interest 
rates, bank disintermediation, deregulation, high market volatility in stocks and 
currency markets, growth of wealth of the middle income class, the entry of more and 
more other financial institutions competing with banks, the industry has gone through a 
dramatic growth pattern. 
Boom and Bust in the Past Two Years 
The industry experienced spectacular growth in 1993. In terms of gross and net sales, 
the industry had respectively registered record levels of US$3.58 billion and US$1.0 
billion. Compared with 1992, the annual growth rates for gross and net sales were 
about 115% and 596% respectively.^^ 
A number of factors contributed to such growth. Firstly, faced with negative interest 
rates, local investors were looking for alternative investment tools that could counter a 
double-digit inflation. Apart from the more popular investment tools, such as stocks, 
21 Hong Kong Investment Funds Association, 15. 
V 
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property and foreign currencies, more investors have started to invest in CIS managed 
by professionals. 
Fund investment also allows investors to profit from the blooming Asia Pacific 
markets. The strong performance of the Asia Pacific markets in 1993，with most 
22 
registering an annual return of 80-120%, attracted many investors to invest in them. 
However, small investors still find it hard to participate in these markets directly. As a 
result, they turned to CIS. 
Investors also see the need for diversifying their investment portfolio. Due to the high 
volatility of the local stock market, there is an increasing need to reduce the reliance on 
a single product or a single market and to develop a more diversified portfolio. With a 
wide range of products which can offer a more balanced portfolio, CIS offers a feasible 
alternative. 
Aggressive marketing efforts by fund management companies has helped create 
awareness of the product. After the Securities and Futures Commission had relaxed 
the restrictions on advertising on electronic media since April 1993, a few major 
market players such as Jardine Fleming and Fidelity started to use television to 
advertise their products and services. With more fund houses competing to educate 
and serve the small investors on CIS, investors' attention and knowledge towards CIS 
are broadened. Most investors are changing their attitudes and become more receptive 
towards CIS than in the past. 
Hong Kong Investment Funds Association, 15. 
\ 
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The marketing efforts of fund management companies are further boosted by the 
increased accessibility to funds. The increasing number of banks and investment 
advisors acting as intermediaries helps to expand the distribution network and 
penetrate the market. 
After a year of spectacular boom, the market busted in 1994. There was heavy 
redemption as investors scrambled to avoid exposure to the unstable Asian stock 
market in the second half of 1994. Throughout this period, regional markets slipped 
into free fall following successive US interest rate increases. The bond markets again 
disappointed investors, while disasters associated with derivatives generated even more 
nervousness. As a result, investors rushed to cash out from the funds. Last year, the 
industry saw a net outflow of US21.1 million?� 
幻 Laurena Cahill, ‘‘Unit Trusts," Asian Wall Street Journal: Hong Kong Week (Hong Kong), 13 
March 1995, 9. 
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Market Prospects 
Although last year the trend has been negative due to the poor performance of the 
local markets, the potential room for growth for CIS is still enormous. Principally, 
households savings are the potential source of funds for the CIS. Looking at the 
financial assets portfolio of this sector we can estimate both the potential market. 
According to a survey done by the Hong Kong Stock Exchange in 1990，Hong Kong's 
investment fund retail market is relatively much smaller than other forms of investment: 
stock, insurance, property, and forex. Only 1% of the sample invested in CIS as 
opposed to 11% in forex and 9% in Hong Kong stock.^^ Even today，according to the 
best estimates made by the trade, only 3% of the Hong Kong residents are investing in 
CIS.25 
Near Future 
In the near term, we foresee a temporary shrinking of the industry. Firstly, investors 
lose interest in CIS due to last year stock and bond markets collapse and the 
underperformance of most funds. Secondly, there is also a decline in the value of pre-
existing portfolios due to the decline in market prices. Thirdly, the typical non-
Kie Ann Wong, "The Securities Industry in Hong Kong," in Manual of The Hong Kong Securities 
Industry. 1st edition, Robert Haney Scott, ed. (Hong Kong: The Stock Exchange of Hong Kong 
Limited, 1992). 
25 Gareth Hewett, "Investors Target Unit Trusts," South China Morning Post (Hong Kong), 24 
November 1994’ Business Section, 8. 
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negotiable commission structure within the industry has also prevented an effective 
pricing policy in response to this changing market situation. 
However, as the US interest rate soon reaches its peak, investment prospects will turn 
better. Besides, as negative interest rates continue and investors cannot identify cost 
effective and manageable investment alternatives that provide a reasonable level of 
returns, there is still a strong demand for funds. There are also new market 
opportunities in the form of a unitized pension plan, which complement the local 
reform of employee pension plans. 
Competition 
There are now more than 100 companies selling over 900 authorized funds in the 
market. We can find all kinds of specialized funds in the market, ranging from energy 
fund, special situation funds, leisure industry fund, Japan OTC fund, Europe warrant 
fund, gold fund, global bond fund, to India fund, etc. 
The major players are all international and regional firms, and most of them are 
associated with banks, securities houses and insurance companies: 
Aetna (I) Dao Heng (B) National Mutual (I) 
Indosuez (B) Fidelity Nomura (S) 
Barclays (B) Gartmore Peregrine (S) 




Baring (S) Goldman Sachs (S) Matheson PFC 
BNP (B) GT Management Prudential (I) 
BT Hambros Regent 
Capital House HSBC (B) Rothschild (B) 
Chase Manhattan (B) Invesco (S) Schroder (S) 
CIBC-CEF (B) Jardine Fleming (S) SHK(S) 
Citibank (B) Lippo (B) Templeton 
C M MBf(B) Thornton (B) 
Credit Lyonnais (B) Mercury Warburg (S) 
where B: bank, S: securities house, I: insurance company 
Although the competition is keen, the sector is extremely concentrated. The trade 
estimates that the largest ten mutual funds companies capture approximately 70% of 
the local market. The major players in the market are: Jardine Fleming, Fidelity, 
Schroders Baring and Thornton. 
The intense competition is also reflected by more and more resources being put into 
promotion and advertising by these "big boys" and new players such as the famous US 
fiind management house Templeton was also attracted into this market recently. 
<i 
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The degree of concentration tends to increase overtime, given that the market shares of 
the leading agents and the economic force that results make it possible to maneuver 
27 • 
product and distribution network policies to favor the growth of the activity. 
On the ownership aspect of the managed fund, the majority are directly controlled by 
or related to banks, insurance or trust companies. The favorable situation of the 
extensive branch network represented by banks and the growing involvement of banks 
in the sales of CIS through using financial consultants means that even this sector of 
financial services is directly or indirectly managed by the banking system. 
Distribution 
According to HKIFA, except for six fond houses which rely solely on direct sales, the 
majority of fund houses sell through multiple channels, including intermediaries, banks, 
and to a lesser extent, insurance companies and securities brokers. Apart from direct 
selling, 80% of the fund houses also sell through intermediaries, 46% go through banks 
while 28% rely on insurance companies. 
Now banks are perceived as an effective distribution network for funds, a fact that the 
industry had been recognized not long ago. In Hong Kong, banks are held in high 
esteem by its clients. In the eyes of the general public, when it comes to investment, 
they are the experts for advice and guidance. 
To be discussed further in Chapter 8. 
^ Hong Kong Investment Funds Association, 19. 
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CHAPTER IV 
THE STRUCTURE OF COLLECTIVE INVESTMENT SCHEMES 
There are many feasible structures for a CIS. The distinctions can be drawn in their 
way of incorporation and trading. 
Mutual Fund Vs Unit Trust 
There are two different ways to incorporate a CIS in Hong Kong: either as a unit trust 
or an investment company. 
A unit trust is a collective investment scheme with property held on trust for 
participants. A unit trust is one type of trusts. It features that the interests of the 
beneficiaries are divided up into "units" and an investor's total interest is dependent on 
how many units that he owns. Ownership of a unit gives no right to any particular 
asset held as part of the trust property. It is because a trust separates out the real or 
beneficial ownership of an asset from its legal title. The trust comprises a complex and 
flexible set of rights and obligations by which the positions of the trustee and the 
beneficiary are governed. It is only found in common law countries, e.g., UK. It is 
typically constituted by a trust deed between a trustee and a manager. The trustee 
holds the trust property on behalf of the beneficiary and the manager manages the 
property of the trust. 




A mutual fund is established as a corporation chartered to do business as an investment 
company, which issues shares to investors and uses the proceeds to buy assets and pay 
for its expenses. The fund is usually initiated by a management company which retains 
the services of an investment advisor to conduct its investment activity: research, 
analysis and portfolio management, and to administer the fund. 
The fund is governed by a board of directors which is formally elected by shareholders 
and is responsible to oversee the fund's policy, and the board elects the fund's officers 
who carry out its policy. In effect, the board is usually controlled by the management 
company who sponsors the fund, therefore, it naturally selects the management 
company to be its investment advisor and to provide other services. 
Mutual funds are established by contract where there is a co-ownership of assets which 
are managed by a manager on behalf of the co-owners. They are effectively, a civil law 
equivalent of a unit trust. Since Hong Kong is originally a colony of the UK, unit 
trusts are more popular here. Mutual funds are usually off-shore funds managed by 
US fund houses which are registered in Hong Kong. 
Open-end Vs Glosed-end Funds 
Open-end funds get their name because they continuously issued shares to new 
investors, and redeem the shares of investors who exit. The proceeds from the sale of 
new shares are invested in assets according to the fund's stated policy, and the net 
<i 
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redemption are financed by liquidating the fund's assets. The value of a share of an 
open-end fund is always its NAV，calculated by dividing the value of its assets by the 
number of shares. This is the most important feature of open-end fund which 
distinguished them from closed-end funds. They are always priced at their NAV, 
regardless of the demand for and supply of their shares. 
The price, though determined by NAV, may be subject to sales fee (or called a load), 
this is usually paid to the intermediary such as a broker or a bank, or to the CIS's 
underwriter or distributor. For no-load funds, the buying and selling prices are the 
same. For front-loaded funds, they charge a premium above their NAV when buying; 
for back-loaded funds, they sell at a discount of the NAV. Naturally, the no-load 
funds are more desirable for short term investors who trade frequently, but the long 
term investors who pay indirectly for the services (rendered to the short term 
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investors) may be losing. 
A closed-end fund begins with a certain amount of capital raised from selling shares to 
the investors. If a shareholder wants to sell, he must sell to another investor but not to 
the fund. This holds for the buyer as well. The closed-end fund have fixed capital like 
a normal corporation. They are usually listed in the stock exchanges to facilitate 
transactions. Similar to other securities, their prices are determined by market demand 
and supply. Even though the market keeps an eye on their net asset value, their prices 
can distance from their NAV, either with a premium or discount. 





There are two other important distinctions between the open-end and closed-end 
funds. First of all, funds authorized to be marketed to the investing public in Hong 
Kong are generally structured as open-ended trusts, and are based both in Hong Kong 
and abroad. On the contrary, being a company, the closed-end fund cannot advertise 
or promote the sale of its shares, although it can advertise its achievements. Secondly, 
due to its nature, open-end funds must always have regard to the level of redemption 
by unit holders and, therefore, exercise caution in difficult markets and when investing 
in unlisted securities because of the liquidity problem. On the contrary, closed-end 
funds can take a long term view on investment as it has a permanent fixed capital 
structure. 
Constituents of a CIS 
Trustee/Custodian 
The assets of a CIS are held in trust by a bank custodian (or by a trust company), 
which is nominated by the board/sponsors and has no other relationship with the fund. 
This arrangement is designed to prevent the fund's assets from being improperly used 
by the fund's management company and thus protect the investors. 
The custodian's duties including making and receiving payments for securities bought 
and sold, receiving dividends, receiving and paying cash for shares sold and bought, 
making payments for the fund's expenses, and keeping record of the investors 
> 
31 
(ownership, sales and redemption and disbursements of income) and of the fund's 
assets. For these services, the custodian is paid by the fund, usually as a function of its 
NAV, or a function of its activity and expenses, or a combination of both methods. 
Investment Advisor 
The most important party is the investment advisor who is in charge of the fund's 
investments and operations. He/she does the research and analysis and determines the 
investment strategy for the fund. Thus, he/she is mainly responsible for the fund's 
performance. For his/her services, the investment advisor receives a fee from the fund 
which is usually a percentage of its NAV. Thus, if the fund increased in size, the 
investment advisor's fee increases. This provides an incentive for the advisor to 
perform better in order to attract new investments and increase the value of the 
existing investments. Some funds also compensate the investment advisor for 
performing well by providing an additional incentive, a function of the fund's 
30 
performance relative to a prespecified benchmark. 
Fiduciary Duty and Conflicts of Interest 
The investment advisor has a fiduciary duty towards the CIS's holders, that is, to 
conduct the fund's investment and business policy in order to maximize the fund's 
value. However, since the investment advisor itself is a profit-maximizing party, there 
30 To be discussed in fiill details in Chapter 7. 
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is an inherent problem of conflict of interests between the investment advisor itself and 
the fund's holders (i.e. the agency problem). The investment advisor can be engaged 
in self dealing, i.e., conduct trades from which it can benefit at the expense of holders. 
It can also receive side payments for carrying out investment policies that are not in the 
best interest of the fund's holders, and can go so far as stealing from the fund, since it 
is quite difficult for the holders to monitor its activities on a daily basis. 
The risk areas are principally those of underwriting new issues for the clients, trading 
in the secondary market, and trading between the management's and the client's 
portfolio positions. Therefore, regulators usually come into regulating the freedom of 
choice of the counterparts in the purchase and sale transactions, especially when using 
brokerage firms associated with the management company. They also pose investment 
limits on the fund, such as maximum percentage values of each security with respect to 
the value of the portfolio. In the next chapter, we will have a detailed analysis of the 




THE REGULATORY ENVIRONMENT IN HONG KONG 
The juridical sources of the current system are laws and controlling bodies working 
papers which have different degrees of coercive force. The fundamental laws are the 
Protection of Investors Ordinance and the Securities Ordinance. Section 15(1) of the 
Securities Ordinance gives the SFC the power to authorize units trusts and mutual 
funds. The Protection of Investors Ordinance regulates advertisements and offers of 
securities and investment arrangements to the public. Section 74 of the Securities 
Ordinance prohibit cold calling. 
The SFC was created as the regulatory body to authorize and regulate CIS in 1989. 
Its roles include: 
1 • regulation of intermediaries 
2. authorizes investment products such as CIS 
3. regulation of marketing of investment products to the public 
There is also a Committee on Unit Trusts (hereafter “Committee，，^ which is 
responsible for: 
1 • policy relating to unit trusts and mutual funds 
2. authorization of nonstandard products 
31 Consists of directors of the SFC, representative of the Secretary for Financial Services, Chairman of 
HKIFA, representatives from the CIS industry. 
\ 
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3. approval on new management groups 
The SFC issued the first edition of the new "Code on Unit Trusts and Mutual Funds" 
(hereafter "Code") in September 1991^^ which sets out the detailed conditions for the 
authorization and regulation of CIS. It has been updated regularly since then and is 
supplemented by guidelines issued by the SFC from time to time. It should be noted 
that the Code sets out the detailed provisions regulating the authorization process but 
it does not have the force of law. 
Authorization 
There is an "a priori" control exercised by the government regulate CIS. Incorporation 
of all new CIS are required to obtain approval from the SFC. Authorization is granted 
by the SFC pursuant to Section 15 of the Securities Ordinance. The procedure starts 
with filing an application form in a prescribed form^^ to the SFC together with an 
appropriate application fee. 
In sum, the following^documents are required in the filing package: 
1. offering documents including the prospectus, application forms, sales literature, 
advertisements and other material which is to be issued to the prospective investors 
32 The old "Code on Unit Trusts and Mutual Funds" was first published in 1978 by SFC's predecessor, 
the Securities Commission. The old "Code" was substantially revised in 1991 to incorporate many 
new developments. 
The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds. Appendix B. 
I 
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1.�constitutive documents including Trust Deed if it is a unit trust / Memorandum and 
Articles if it is a mutual fund / Bylaws, Management Agreement, Custodian � 
Agreement, etc. 
3. the latest audited report (if any) and if more recent the latest un-audit report 
4. financial accounts of the management company and CVs of its directors 
5. financial accounts of the trustee/custodian 
6. Hong Kong Representative's Agreement (for non Hong Kong schemes) 
7. for "recognized schemes" evidence of registration/approval in the home jurisdiction 
8. for proposed schemes a letter of consent to its appointment by the 
trustee/custodian 
I . 
The SFC review the constitutive documents and other papers filed with them to ensure 
compliance with the Code. For new funds from managers of existing authorized funds 
this can be quickly done. Comments will be given and the application will then be 
passed either to a director of SFC or to the Committee for approval. Any application 
from a management company which has not previously had funds authorized or in 
respect of a product with some special features or requiring an important waiver of the 
Code will be referred to the Committee. The Committee may require a representative 
of the applicant to appear before it. Otherwise, applications will be handled and 
authorized by an executive director of the Investment Products Department of SFC 
without referring to the Committee. Depending on the extent of the SFC's comments, 
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For funds from certain recognized jurisdictions application provisions are quite 
different from above.34 
The Fit and Proper Rule 
Fund Manager 
To ensure that a manager has sufficient financial resources to conduct its business 
effectively and meet its liabilities, a minimum paid-up capital ofHK$l million is 
required. Also, a management company is required to be primarily engaged in the 
business of fund management and have no other business activity. It must not lend to a 
material extent and must maintain at all times a positive net asset position.^^ 
The directors of the manager must be of good repute and in the opinion of the SFC 
possess the necessary experience to perform their duties. If the management company 
appoints an investment advisor, the SFC may require evident that such advisor is 
properly qualified to perform its functions. 
- • 
A manager that is incorporated in Hong Kong should normally be registered as an 
investment adviser under the Securities Ordinance. It may also be required to register 
See below section. � 
The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds, 12. 
• . � 
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as a "dealer in securities" or to seek exempt dealer status pursuant to the Securities 
Ordinance if it undertakes distribution function. ^ ^ 
^ • 
A manager of an overseas fund established outside Hong Kong can choose either to 
establish an office in Hong Kong or to appoint a Hong Kong representative. The 
representative must be approved by the SFC. In practice, overseas funds usually 
appoint a Hong Kong representative. 
Trustee/Custodian 
A trustee/custodian shall be:^ ^ 
1. a licensed bank under Section 16 of the Banking Ordinance; or 
2. a trust company which is a subsidiary of a licensed bank; or 
3. a trust company registered under Part VIII of the Trustee Ordinance; or 
4. a bank or trust company incorporated outside Hong Kong which is acceptable to 
the SFC. 
、’ z 
The trustee/custodian must be independently audited and have an issued paid-up 
capital and non-distributable capital reserves ofHKSlO million. However, if it is a 
wholly-owned subsidiary of a substantial financial institution a letter of comfort in the 
prescribed form from its parent company may be acceptable. 
36 The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds. 13. 
The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds, 8. 
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The trustee/custodian should, subject to specified exceptions, be independent of the 




There are regulations regarding full disclosure and information provided to the market 
by the managing institutions. The fundamental concept is that of "soliciting public 
savings", which is defined extremely broadly as any public announcement, any public 
offer, any advertising tends to offer information and advice to the investing public. 
The applicant must file the offering documents and the constitutive documents with 
SFC, so that the authority can verify that the information supplied to the public is 
sufficient and ascertain that it is not misleading or false. This is not regarded to the 
quality of the proposed investment, but is limited to evaluating the information 
fiirnished and is therefore a control of fiill disclosure 
Constitutive Document 
The Code includes requirements relating to the contents of the constitutive documents 
of a CIS.38 In the case of a unit trust, the relevant document will be the trust deed, 
whereas for a mutual fund； these will be the Memorandum and Articles of Association, 
The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds, Appendix D. 
* 
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the custodian agreement and the management agreement. These requirements include 
. i 
provisions as follows: 
、 
1. the investment restrictions of the fund, 
2. the valuation of the scheme assets and the calculation of the issue and redemption 
prices, 
3. the circumstances in which dealings can be suspended, 
4. the charges and fees payable from the fund, including the maximum percentage of 
the initial charge, 
5. the conduct of meetings, distributions and the preparation of accounts, 
6. the removal of the manager and the retirement of the trustee/custodian, 
7. the modification of the constitutive documents and the termination of the fiind. 
Offering document 
The Code requires the offering document^^ of an authorized fund to be accompanied 
by a Chinese translation. An exemption from compliance with this requirement is 
available, but only on the basis that the fund will not be marketed to non-English 
specking Chinese investors in Hong Kong. 
Basically, the offering document must contain the information necessary for investors 
to be able to make an informed judgment of the investment proposed to them. In 
particular, the Code requires it to contain information regarding the various parties 
39 This is generally an explanatory memorandum for a unit trust and prospectus in the case of a 
mutual fund. 
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involved in the fund, the characteristics of the units/shares being offered, the 1 
ij 
I 
application and redemption procedures, the distribution policy, fees and charges, 
investment objectives and restrictions, relevant tax information and, depending on the 
type of fund, the prescribed warning statements regarding the risks of investing in the 
fund.' ' 
The offering document must also be accompanied by the scheme's most recent audited 
report and it later its semi-annual report. 
Continuing Obligations 
Once authorized a fund has to paid the annual fee and file the annual and semi-annual 
reports and accounts of the fund with the SFC. The Code sets out the contents 
required to be in the annual and interim accounts. Prices have to be published at least 
once a month in a Hong Kong newspaper. 
Changes to the fund always require further approval from the SFC whether this is an 
amendment of the constitutive documents or of the sales materials. 、 • 
40 The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds, Appendix C. • • « � 
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Promotion 、 ri 
A • 
The SFC requires notice of and to approve all advertising and public announcements. 
Sanctions are made for fraudulent inducement to persons to invest in CIS and statutory 
civil liability for fraudulent misrepresentation. Advertising once approved is only for 
use within six months and must then be re-submitted for approval. Advertising which 
is to be in English and Chinese has to be approved in both languages. 
"Door to door，，canvassing or "cold calling" is not permitted.^^ In addition, the 
provisions of the Securities Ordinance relating to the business conduct of dealers in 
securities may apply. 
Certain documents will need to be held available for public inspection, this will usually 
be done by the manager or the Hong Kong Representative in the case of an offshore 
fund. 
Investment Restrictions 
This is one of the most important areas of regulation. The restrictions applicable to a 
particular CIS will depend upon its nature. Specialized funds are subject to special 
requirements. The main investment restrictions of authorized equity funds stated in the 
Code are as follows ：斗之 
41 The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds, 24. 
42 The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds, Chapter 7. 
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1. holdings in any one company are limited to 10% of the NAV of the fund 
2. no more than 10% of the nominal value of securities (except government \ 
1 ； 
securities) of any one class of any company can be held 
3. unquote investments are limited to 15% of the NAV of the fund 
( 
4. commodities and unhedged futures contracts are limited to 20% of the NAV of the 
fund 
5. investment in real estate or interests, options or rights in land are prohibited 
6. government and other public securities of the same issue are limited to 30% of the 
NAV of the fund 
7. derivatives for hedging purposes are allowed but unhedged activities are limited 
8. unhedged options and warrants are limited to 15% of the NAV of the fund 
9. writing uncovered options is prohibited and writing call options is restricted 
10. borrowing is limited to 25% of the NAV of the fund 
11. short selling which complies with certain detailed rules, is limited to 10% of the 
NAV of the fund 
12. holdings in other CIS are restricted except for umbrella funds 
13. assets with unlimited liability are prohibited and limits apply to nil or partly paid 
securities 
Conflicts of Interest 
The regulation also tackles the problems arise with conflicts of interest by the manager 
as mentioned in earlier chapter, which takes place principally in the trading of securities 
in the secondary market. The Code sets out that a CIS; 
. ‘ \ 
53 




� , . I 
1. may not invest in securities in which directors of the manager have interests j 
2. restrict from underwriting unless all income associated from such activity shall 
、 
form part of the scheme's assets 
3. all transactions carried out must be at arm's length, in particular, any transactions 
I 
between the scheme and the manager, investment advisor, the directors of the 
scheme or any of their connected persons as principal may only be made with the 
prior consent of the trustee/custodian and disclosed in the annual report 
4. no single connected broker should account for 50% or more of the scheme's 
transactions in value 
Tax 
Certain profits are exempted from tax for authorized CIS to avoid double taxation on 
investors: 
1 • gains or profits arising from the sale or disposal or on the redemption on maturity 
or presentment of securities 
2. gains or profits under foreign exchange contracts or futures contracts 
3. interest 
Similarly, distributions or dividends to unit holders from funds will be free of tax on the 
same principle. Gains on the redemption of CIS will not be subject to profit tax unless 
the unit holder carries on in Hong Kong a business of dealing in securities and the 
gains are made in Hong Kong as part of that business. 
、 
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Recognized Jurisdictions 
There are provisions for authorizations of funds from "Recognized jurisdictions’，43 -
Recognized schemes are exempted from large sections of the Code, including those ； 
dealing with the qualifications of the manager and the trustee/custodian and the basic ； 
I 




The Code is written mainly for the equity fiind but special provisions are set out to 
cover specialized schemes. A scheme will be considered as a specialized one if its 
primary objective is not investment in equities and/or bonds. Currently, there are 
special provisions for warrant funds, money market fUnds, leveraged funds, unit 
portfolio management funds (or umbrella funds), forex funds, futures and options 
funds, and guaranteed funds.^ "^  The provisions relating to each type are different but 
generally include restricted borrowing limits and additional risk disclosure 
requirements, with the protection of investors in mind. Specialized schemes not 
covered in the Code will also be considered by the SFC on a case by case basis. 
Private Offerings 
The Securities and Futures Commission. Code on Unit Trusts and Mutual Funds, Appendix A. A 
list can also be found in Appendix 1. 
The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds, Chapter 8. 
i 






Securities registration is aimed at preventing the unauthorized offer of securities and j 
I 
investment arrangements to the public. However, there is no statutory definition of the | 
1 ； 
term “public”. Therefore, there are exemptions for offers made to brokers, 
I 
intermediaries or other professionals, which are considered as private. Many CIS are 
offered privately and it is possible to publish the prices of unauthorized funds in the 
45 
newspapers although they must be indicated as unauthorized. 
Registration 
I 
Part IV of the Securities Ordinance requires persons carrying on a business of dealing 
in securities in Hong Kong and persons offering investment advice for remuneration to 
be registered with the SFC. Most fund managers and salesmen are required to be 
registered as investment advisors, and in some cases they may be required to be 
registered as securities dealers. 
Registration of investment advisors and securities dealers is with the SFC but with a 
different division to that which deals with CIS authorization. Separate application is 
therefore required for new fund houses. The legislation sets minimum capital and 
liquidity requirements for investment advisors and securities dealers whether they are 
companies or individuals. 
For individuals, the requirements are that applicants be at least 21 years old for dealers 
and advisors; and 18 for their representatives; mentally sound; not a bankrupt; and 
have no previous record of conviction and mismanagement that casts doubt on their 
Please refer to Appendix 1 for a sample of price quotes from a local newspaper. . . � 
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capability to carry out their duties. Furthermore, the applicants must be "fit and . 
proper", which means SFC would consider their financial status; their educational or 
other qualification and experience that are relevant to the function they will perform; 
their ability to perform such functions in an efficient, honest and fair manner; and their 
reputation, character, financial integrity and reliability."^^ 
A certificate will be sent to the applicant if approval is granted. The whole process 
normally takes six weeks. Depending on individual cases, some may take longer time. 
SFC may refuse an application if the applicant cannot meet the statutory registration 
requirements or is not considered as fit and proper. The applicant can then appeal to 
the Securities and Futures Appeals Panel. Under some circumstances, the SFC will 
impose conditions on the registration of an applicant. 
47 
All registered persons must: 
1. report any changes in the information provided in the initial application to the SFC 
in writing within 7 days (e.g., change of ownership); 
2. observe the provisions of the Securities Ordinance, the Commodities Trading 
Ordinance, the Securities and Futures Commission Ordinance and the Protection of 
Investors Ordinance and other relevant codes and rules, including applicable rules 
of any exchange or clearing house; 
The Securities and Futures Commission, Licensing Information Booklet (For Securities and 
Commodities Trading), (Hong Kong: Securities and Futures Commission, April 1994). 
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3. for dealers, file annual audited accounts within four months of the financial year ! 
i 
end and for advisers, file annual audited accounts at the time of filing annual � 
returns; 
4. pay annual fees and file annual returns of time; 
5. display the certificate of registration in a prominent place at the principal place of 
business (for dealers and advisors only); and 
6. remain fit and proper to be registered. 
I 
Fees 
SFC charges fees on the authorization of CIS and the registration of securities dealers 
and investment advisors. For a schedule of these fees, see appendix 3. 
Recent Dereaulatorv Changes 
In most recent developments, overseas regulatory bodies has proposed changes to the 
regulations which would free firms of the huge and complex rule books that now 
govern almost every aspect of the way they do business. The rationale is that the 
detailed rules encourage compliance with the letter rather than the spirit of the law. By 
greatly reducing the number of rules and making them much broader and easier to 
comprehend, it may encourage the firms to take a less legalistic and therefore more 
conscientious approach to investor protection. Hong Kong also followed such trend in 
the recent years, the following are examples of this deregulation in the past few years: 
s ‘ 
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1. Authorization of recognized jurisdiction schemes (1991) 
2. Abolition of requirements to maintain minimum cash levels and minimum 
subscription on capital market funds (1991) 
3 • Permission to use futures for hedging purposes without restriction and up to a limit 
of 10% of the net asset value of the fund on an unhedged basis (1991) 
4. Authorization of warrants fund (1991) 
5. Authorization of futures and options fund (1992) 
6. Permission to short selling (1992) 
7. Permission to advertise on electronic media (1993) 
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CHAPTER VI 
A COMPARISON WITH OTHER JURISDICTIONS 
..c 
In this chapter, we compare the regulations in Hong Kong with jurisdictions in 
advanced countries to see if they are too tight or too loose. Furthermore, we notice 
that funds have also been used by the authorities in South East Asia as a tool to control 
overseas investments. We highlight some of the differences between Hong Kong and 
these countries in adopting overseas funds. 
Protection of Investors 
In principle, all jurisdictions regulate funds for the same reason, that is, to protect the 
investors. Most of them have adopted one or more of the following courses in achieving 
this objective: • 
1 • restrictions on how funds may be promoted 
2. requirements for the fund operators to be fit and proper 
3. restrictions on fund investments 
4. limits on investment to ensure an adequate spread of risk 
5. provisions for reporting and supervision 
6. provisions for administration and operation 
. .‘ 、： ‘ 
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Restrictions on Funds Promotion 
In most jurisdictions, promotion of securities to the public are subject to regulation. 
However, there is very little consensus over what is "the public” In many cases, the 
regulators allow certain restricted offerings be exempted from the full requirements for a 
public offering. 
In the United Kingdom, CIS may not be promoted to the public unless they are authorized 
by the Securities and Investments Board. However, unregulated schemes may be 
promoted to specific categories of investors under the Promotion of Unregulated Schemes 
Regulations. These categories include certain tax exempt investors (such as pension 
funds); existing participants and participants in similar schemes; companies with 
substantial share capital and/or net assets; authorized persons; and persons whose ordinary 
business involves the acquisition and disposal of property of the same kind as the property 
48 
in which the relevant fiind invests. 
The Financial Services Act imposes a duty on financial advisers and fund managers to 
provide "best advice” to their clients, and to ensure that recommended investments are 
suitable for them. Because advisers are under this duty, the Promotion of Unregulated 
Schemes Regulations allow them to promote unregulated funds to their established clients 
as long as there is a written agreement between the two. And the adviser either believes 
that the client is experienced enough to understand the nature of the investment and the 
risks involved, or he believes that the investment is suitable for the client after making all 
站 Rory Gallaher, "Comparison of the Regulatory Structures of Some Key Investment Centres," an 
unpublished paper, March 1993, 4. . 
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reasonable inquiries concerning the client's personal and financial situation. This places 
quite an heavy burden on the adviser.49 
In the United States, the Securities Act of 1933 makes it illegal to offer or sell securities to 
the public unless they have been registered. A registration statement consisting of the 
prospectus and relevant information must be filed with the Securities and Exchange 
Commission (hereafter "SEC")- Offerings in the US have to comply both with Federal 
Securities Laws and individual State securities laws (called Blue Sky Laws) in each State 
where securities are to be offered. Funds offered to the public must be registered under 
the Investment Company Act.，。 
Private placements without registration are allowed. Regulation D provides exemptions 
for offerings to certain substantial investors such as banks, institutions and high net worth 
individuals (known as "accredited investors”）. The SEC takes the view that such investors 
are normally in a position to insist upon the issuer providing them with more extensive 
information than that would be contained in a registration statement. Offerings of limited 
size where the value of the securities offered does not exceed US$5 million to accredited 
investors and other purchasers are also exempted. An issuer can also sell an unlimited 
amount of securities to any number of accredited investors and up to 35 other purchasers, 
provided that each non-accredited investor is capable of evaluating the merits and risks of 
the investment.5i 
49 Rory Gallaher’ 4. 
50 Rory Gallaher’ 6. 





In Hong Kong, as mentioned earlier, all offers of securities (including CIS) must obtain 
authorization from the SFC，s. However, the SFC states that it is not its role to make a 
qualitative assessment of the offer; the decision whether or not to invest remain with 
investors. � 
Nonetheless, there are exemptions for: 
1. offers to professional investors; 
2. offers of securities intended to be disposed of only to persons outside Hong Kong or 
to persons in Hong Kong whose business involves dealing in or holding securities; 
3. offers by authorized persons (but this does not apply to offers of securities in 
unauthorized funds); 
4. offers to 50 or less persons, on the basis that such offerings are likely to be of a private 
nature; and 
5. offers with a high minimum subscription (at HK$2.5 million), on the basis that any 
investors who can afford to invest that sort of money are likely to be sophisticated 
investors. 
Regarding the promotion of securities, the regulators differ substantially in the degree of 
disclosure required to be made. The requirements of the US and the UK are very 
demanding and specific, whereas those in Hong Kong is less extensive" However, SFC 
specifies that the managers of the CIS are obliged to disclose any further information 
which may be required for investors to make an informed judgment. 
52 As stated in the Appendix C of the "Code on Unit Trusts and Mutual Funds". 
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By contrast, the Australian Corporations Law contains virtually no detailed requirements 
as to contents of the prospectus, but provides that a prospectus must contain all such 
information as investors and their professional advisers would reasonably require in order 
to make an informed assessment of the securities being o f f e r e d " This shifts the burden of 
deciding what information needs to be disclosed to the promoters and their advisers. This 
approach was rejected by the SFC in Hong Kong. It is because the disadvantage of the 
Australian approach is that it is easier to prohibit someone from doing something wrong 
than to require him to do something well which he does not want to do at all. Apparently 
no issuer wants to disclose information which may discourage subscription from investors. 
Regulations of Operators 
Most jurisdictions require funds to be managed by a licensed fund manager. The manager 
must show that it has personnel with experience of investment management, and of 
operating funds specifically. The US and the UK have complex financial resources 
requirements, whilst the Hong Kong authorities are relatively relaxed in this area. The 
minimum capital requirement for an investor advisor is only HK$1 million. 
In Hong Kong, CIS is required to appoint an independent trustee or custodian. In this 
course, Hong Kong follows the footsteps of the UK, in which it places great responsibility 
on the trustee or custodian to ensure compliance by the manager with the terms of the 
trust deed or constitutive documents of the fund and its prospectus. In particular, the 
trustee or custodian has to ensure safe custody of the fund assets, comply with valuation 
“Rory Gallaher, 7. 
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provisions and investment restrictions; and cany out issues and redemption in accordance 
with the constitutive documents. 
、 
In the US, there is also a requirement for fund assets to be held in the custody of a bank. 
Stock Exchange member or registered trust corporation. However, the responsibility of 
the custodian is limited. The custodian is not required to supervise the manager, instead, 
the Investment Company Act provides for the appointment of a board of directors, some 
of whom must be independent of the fund and the manager. The board cany a heavy 
burden of responsibility in ensuring that the fund is operated in accordance with the 
securities regulations and its constitution. There are a number of provisions designed to 
ensure the integrity of directors and officers and the independence of the board of 
directors. No person who has been convicted within 10 years of a securities related 
offense or who is prohibited from carrying on investment business may serve as a director 
or officer. Directors and officers may not be indemnified against liabilities arising out of 
their willful misfeasance, bad faith, gross negligence or reckless disregard of duty.，* 
Both the US and the UK have complex rules for the conduct of investment business by 
dealers and advisers, which are laid down by the self-regulating organizations (or "SRO") 
which govern dealers and advisers. In the UK, the SRO are exempted from liability to 
investors for failure to enforce their rules except where they have acted in bad faith, 
whereas an SRO in the US could be liable to investors for failing to enforce its rules. In 
the UK, breach of the conduct of business rules by a member of an SRO will render such 
member liable to investors, but this is not necessarily the case in the US." There is no 
Rory Gallaher, 8-9. 
55 Rory Gallaher, 9. 
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equivalent setup in Hong Kong. The SFC registers professionals and sets rule for their 
conduct. The only trade association in Hong Kong, the HKIFA, does not engage in self-
regulating activities, instead they only play the role as a consulting body to the government 
and help to review, promote, support or oppose legislative and other matters affecting the 
industry. 
Restrictions on Types of Investment 
Traditionally, CIS in most markets were restricted to investing in equities, bonds and 
government securities. Recently, the use of options and futures has been recognized as a 
legitimate way to control investment risk when they are used for hedging purpose. 
More recently, funds which invest primarily in options, warrants and futures have been 
authorized in Luxembourg and Hong Kong. These funds can be highly leveraged and are 
subject to a number of investment restrictions and liquidity requirements designed to limit 
the degree of risk, as well as requirements to disclose the nature of the risks involved by 
issuing strong warning statements. 
An important feature of the Hong Kong regulations is the procedure for authorizing 
specialized funds which do not comply with the normal requirements of the Code. 
This reflects the SFC's stated policy of providing flexibility to accommodate future 
developments in the market. 
56 
There are no restrictions in Australia on the type of investments a fund may make. 
Australia is one of the very few jurisdictions to allow funds investing in real property. The 
UK has allowed property funds to be established for pension scheme investors for some 
time but has prohibited investment in land or buildings by funds open to the public until 
recently. Such funds are subject to detailed restrictions on the type and title of the 
property which may be acquired; provisions to ensure liquidity; and special valuation 
provisions.56 At present, the US and Hong Kong still prohibit investment in real property. 
There are a number of reasons for this, including the illiquidity of the market; the difficulty 
in obtaining an adequate spread of investments unless the fund is very large; and the 
difficulty of ensuring that investors can redeem their units within a short period of time. 
Investment Limits 
There are certain investment limits which are common to most jurisdictions, although the 
actual level of the limit may vary. 
On the principle of risk spreading, there are limits on the amount which may be invested in 
securities issued by any single company. For UCITS funds (an acronym for "undertakings 
for collective investment in transferable securities") in EEC countries, the normal limit is 
5%, although this can be increased to 10% as long as the total value of all holdings above 
5% does not exceed 40% of the total value of the fund. In Hong Kong, the limit is 10%. 
In the US, a diversified fund may have one holding comprising 25% of the value of the 
fund but no other holding may account for more than 5% of the fund's assets. There are 
56 Rory Gallaher, 10. 
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exemptions from such restrictions for securities which are issued or guaranteed by certain 
governmental authorities or public international bodies " 
A 
Investment by a fund in other funds is allowed in most jurisdictions with certain 
restrictions. 
In the UK, a common equity fund may only invest 5% in other funds. In Hong Kong, the 
limit is 10%. Both the UK and Hong Kong regulations restrict double charging. In the 
US, a fund may not own more than 3% of another fund; invest more than 5% of its assets 
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in another fund; and invest 10% of its assets in other funds. 
There are also umbrella funds which invest exclusively in other funds. The justification for 
this is that there is now a very substantial number of specialized funds investing in different 
geographical and economic sectors and every fund management group tends to be 
stronger in some markets than in others. Furthermore, with such a wide range of funds to 
choose from, some investors may prefer to leave the decision to a qualified investment 
manager as to which sectors to invest in and which managers to choose. 
There are also restrictions on investment in unlisted securities. Such restrictions are 
adopted because unlisted securities can create liquidity problems and are difficult to value. 
On borrowing, a US fund may not do so without the authorization of investors. Normally 
borrowings will be limited to 5% of the fund's NAV and borrowings may only be 
undertaken to meet expenses or to provide liquidity for redemption. UCITS funds may 
Rory Gallaher, 11. 
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borrow up to 10% for temporary purposes. In Hong Kong, borrowings may be used for 
leveraging and the limits depend on the type of fund. For a normal equity fund, the limit is 
250/0.59 
There are many other limitations, such as limits on investments on options, futures and 
warrants, limits on short selling, limits on making loans and underwriting, limits on 
investments which may involve the acquisition of a liability, and provisions to prevent 
conflicts of interest. 
Reporting and Supervision 
In the UK and Hong Kong, the fund manager is required to prepare an un-audited semi-
annual report and an audited annual report, file them with the regulatory authorities and 
send them to investors. The annual report must contain a report from the trustee stating 
whether the manager has managed the scheme in accordance with its constitution in all 
material respects. If the manager has not done so, the report must give details of the 
breaches and state what steps the trustee has taken in respect of those breaches. The most 
recent reports must accompany the Explanatory Memorandum which must be given to 
each person applying to invest. 
The US also requires un-audited semi-annual reports and audited annual reports to be sent 
to investors. The auditors are required to file internal control reports with the SEC and to 
notify the SEC of any irregularities in the operation of the fund. The independent 
- / 
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directors of a US fund are required to notify the auditors of any irregularities which come 
to their attention and are responsible for overseeing the fund's compliance with its stated 
policies and restrictions. The independent directors also have responsibility for monitoring 
the financial position of the fund manager. 
In the UK, the manager and the trustee will normally be authorized to carry on their 
activities by an SRO. They will each be subject to regular inspection visits by 
representatives of the relevant authorities to check that they are complying with their 
obligations under the rules of business conduct and the regulations governing unit trusts. 
In the U S and Hong Kong, the regulatory bodies make inspection visits t o the m a n a g e r s ^ 
Administration 
The UK adopt highly detailed regulations in these areas. No fund may be authorized in if 
its trust deed does not contain the provisions required by the regulations. Furthermore, 
the trust deed is not allowed to contain any additional provisions other than certain 
authorized optional provisions. This is a rather rigid system. The advantages are that it 
provides a "level playing field” for all the players and creates a degree of certainty as 
regards permitted activity. Furthermore, because there are only limited areas in which the 
operations of funds may differ, it should be easier for investors to compare their 
performance. However, modern financial services markets need regulatory systems which 
are flexible and responsive to the changing needs of the market. And the rigidity of the 
system may tend to discourage innovation. 
60 Rory Gallaher, 13. 
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In Australia, there is very little by way of regulation of the operation of funds. As 
mentioned earlier, the legislation relies heavily on disclosure. If a fund contains any 
unusual provisions, they should be disclosed in the offering document. The problem with 
this approach is that many investors may not understand the effect of the relevant 
provision as it may not be easy to explain in a concise and simple manner.^^ 
In Hong Kong, by comprising the above two approaches, the SFC sets out the basic 
guidelines for the operation of funds in the Code with a certain degree of flexibility for the 
managers in the field. 
Authorization of Overseas Funds 
Flexibility is also shown in the area of recognizing overseas fund in Hong Kong 
jurisdiction. As in other areas of trade and economic activities, there is growing pressure 
to break down barriers in the export of financial services. In Europe, under the UCITS 
directive, the authorization of a fund in one member state of the EEC is recognized in all 
other members states. The United States has for some time been holding discussions with 
regulatory authorities in other jurisdictions with a view to mutual recognition. The UK 
legislation contains provisions for the recognition of funds authorized in other jurisdictions 
and Hong Kong has also followed this course. As mentioned before, offshore funds in 
61 Rory Gallaher, 14. 
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certain jurisdictions" could be registered with SFC with exemptions, then be advertised, 
promoted and sold to local residents. 
On the contrary, tough legislation precludes the selling and, in most cases, the 
promotion of funds that are not locally based in other Asian markets. Because most of 
them fear that the free flow of funds encourages money to leave their jurisdictions. 
Although other Asian markets are effectively closed to overseas funds at present, there 
are signs that some liberalization is on the way in Taiwan and Singapore. Singapore's 
Monetary Authority has ratified new measures which are already helping boost the 
sales of unit trusts. While Taiwan does not allow the promotion and advertising of 
offshore unit trusts, investment houses are able to sell to customers who request for 
them. 
The Monetary Authority of Singapore is liberalizing its laws. In planned stages, the 
market is gradually opened up and allowed some Singapore-based assets to invest in 
regional and global funds. The plan provides substantial new opportunities for fund 
investment houses already established in the city state. However, as a prerequisite to 
participating in the market, investment houses must have their fund managers based in 
Singapore and avoid the use of leverage funds. 
Effective from January 1995, money from the US$30 billion Central Provident Fund 
(hereafter "CPF") can be indirectly invested in foreign stocks and bonds traded on the 
位 See Appendix 2 for a list of them. 
I 
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Stock Exchange of Singapore (hereafter "SES")- The move allows some of the CPF 
to be invested in approved funds, which in turn are invested in SES foreign stocks. By 
1997, the Monetary Authority of Singapore plans to allow CIS using CPF fiinds to 
invest in stocks listed in the regional capital markets, such as Thailand, Hong Kong and 
Malaysia. By the end of the decade, the plan will extend the liberalization ofCPF-
funded CIS to the extent that they will be free to buy into non-Asian equities,� 
In Taiwan, foreign companies as a whole cannot hold shares representing more than 
12% of the total Taiwanese stock market, which reflects the government's cautious 
approach to liberalization. The marketing of CIS in Taiwan is highly restricted. Media 
advertising is virtually banned, thus many investment houses channel promotional 
literature through the banking network. Legally, potential customers are allowed to 
receive information to fiinds on request. 
For foreign investment houses to offer unit trusts, they must set up a locally 
incorporated legal entity, called a Securities Investment Consolidated Enterprise. This 
can be a joint venture with local partners or a foreign-owned venture. A Securities 
Investment Consolidated Enterprise must have net assets of US$1 billion under 
management and have been in existence for at least two years. Therefore, only large 
companies can take advantage of this and there will not be a sudden flood of overseas 
investment houses into this market in the short run until further relaxation of the 
policy.64 
“Laurena Cahill, 10. 
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On the whole, we find the main purpose of the regulations, to protect the investing 
public, has been well accomplished in Hong Kong and the Western countries. 
Interestingly, we note that there is harmonization of securities laws. In comparing the 
various jurisdictions, the similarities are generally more pronounced and significant 
than the differences, which is probably due to the same basic principles are recognized 
in most of the advanced markets. Lastly, we find a higher degree of flexibility showed 
in the Hong Kong regulations than those in the Western and Asian countries, probably 
due to the recognition of flexibility in maintaining Hong Kong's status as an 




Revenues For A Manager 
To a registered CIS management company in Hong Kong, there are several feasible 
sources of revenue: 
1. Front end fee 
2. Back end fee 
3. Management fee 
4. Performance fee 
5. Rebate from brokers 
Front end fee 
Front end fee (or loading) is the money deducted from the subscription monies when 
an investor joins the scheme. In Hong Kong, over 85 % of fund houses levy a front 
load of 5-6 % for equity funds, and the rest are charging 0-4 %. On bond funds, about 
70 % of fund houses charge 3-5 %, 15 % charge below 3 % while about 15 % charge 
5-5.25 %. For money market funds, about 75 % of the fund houses do not levy any 
front load, while some fund houses levy a charge 3-5 %. For warrant funds, almost all 
fund houses charge 5-6 % (Table 2). For investors who switch from one unit trust to 
another within the same umbrella fund, about 75 % of the fund houses usually offer a 
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discount. The net initial charge payable would range from nil to 60 % of the original 
amount payable. ^^  
It is the market practice that most or even all of this fee is given out as commission to 
marketing agents. However, the trend is moving toward no-load structure in Western 
countries such as the US. It is because many investors believe such fee merely goes to 
the pocket of the intermediaries/marketing agents and does not help their investments. 
Back End Fee 
As a result, fund management companies face a dilemma. If they charge the front load, 
the investors are not that receptive. If they do not charge the front load, then they need 
to pay sales commission from their own pocket. Therefore, some companies come up 
with a new fee structure: they do not charge any front end fee and 100 % of the 
investor's money goes to the investment portfolio. Nonetheless, there is one 
condition, the investor is not allowed to withdraw his investment within a certain 
period, normally 1 to 3 years. If they redeem within that period, 1 to 3 % of their 
investment will be deducted as penalty or so called the back end fee. This is a barrier 
to deter investors to redeem in a short period of time and retain new investment in the 
CIS. 
秘 Hong Kong Investment Funds Association, 19. 
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Management Fee 
Fund management companies usually charge a certain percentage of the fund as a 
compensation for their services. It is the core income of most fund houses. In general, 
the percentages are expressed on an annual basis, but the calculation is based on the 
daily net asset value of the portfolio under management. Provisions for the 
management fee are deducted from the fund on a monthly basis. 
Over 90 % of fund houses charge 1-2 % for equity funds. Over 95 % charge 0.5-1.5 
% for bond funds, about 90 % charge up to 1 % for money market funds while 77 % 
charge 1.5-2.5 % for warrant fiinds (Table 
Performance Fee 
In Hong Kong, some of the fund houses charge a certain percentage of the investment 
return as a performance fee. Most of them set a pre-determined target level for return 
on the investment portfolio. The target level is ranging from 5 to 15 %. If the 
portfolio performs better than the target, the fund house will be entitled to a certain 
percentage of the "excess" return. Depending on the fund size and the return, it could 
be a major source of income for some of the ftind houses. 
The calculation of the performance fee and other charges could be very complicated as 
the value of the portfolio changes all the time and the fund operation is unknown to 
秘 Hong Kong Investment Funds Association, 19. 
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most investors. In addition, because of the technical terms involved, most small 
investors do not bother to read the prospectus in detail. There can be many "hidden" 
charges to the investors. Therefore, the system was subject to abuse by some of the 
fund houses. 
In order to protect the investors, the SFC set the following conditions for charging 
performance fee and/or other charges in 1992: 
1 • The level/basis of calculation of all costs and charges payable from the scheme’ s 
property must be clearly stated, with percentages expressed on a per annum basis. 
2. If a performance fee is levied, the fee can only be payable no more frequently than 
annually and only if the net asset value per unit/share exceeds the net asset value 
per unit/share on which the performance fee was last calculated and paid. 
In theory, fund houses could charge whatsoever rate of the "excess" return as a 
compensation for their performance, as far as they comply with the above conditions. 
The first condition is merely to standardize the reporting method and to avoid any 
hidden charges and misleading presentation. Hence, it improves the transparency of 
the operation of the fund houses. 
During an interview with the SFC, they clearly indicated that the level of the 
performance fee is a business decision, and they have no intention to indicate any 
"reasonable" level. However, it is important that the fund houses must disclose the 
charges to investors in advance. 
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The second condition is the so-called higher-high basis. The calculation is illustrated 
by an example as below: 
Assumptions 
• The fund was launched on January 1, 1995 
• Initial NAV of each unit isHKSlO 
• The fund house does not have any target return level, that is the target return is 
0%. 
• Performance fee is 10 % of the excess return 
• On December 31, 1995, the NA V equals to HK$12 per unit 
• In other words, annualized return for 1995 is 20% 
• Excess return is 20% (= annualized return - targeted return) or HK$2 per unit 
• Hence, performance fee is HK$2 * 10% = HK$ 0.2 per unit 
• On December 31, 1996, the NAV equals to HK$10.5 per unit 
• Annualized return for 1996 is (10.5 -12) /12 = -12.5% 
m Hence, no performance fee for 1996 
• On December 31, 1997，the NAV equals to HK$lL9per unit 
0 Annualized return for 1997 is (11.9 -10.5) /10.5 = J 3.33% 
• The fund house is not allowed to charge any performance fee in this case on a 
higher-high basis, because under the new rule, the performance should be the 
» 
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comparison of the current unit price with the unit price on which performance fee 
was last calculated and paid. Hence, the current fund performance is (11.9 - 12) / 
12 = -0.833%, In other words, the NAV must be higher than the previous NAV on 
which the performance fee was charged. Thus, this method of calculation is 
called “higher-high “ basis. 
• On December 31, 1998, the NAV equals to HK$13.5 per unit 
• Annualized return for 1998 is (13.5 - 11.9) /11.9 = 13.45% 
• For calculating performance fee, the excess return equals to (13.5- 12) /12 = 
12.5% or HK$1.5per unit 
• Hence, performance fee equals to HK$1.5 * 10% = HK$0.15 per unit 
Because of the 1992 amendment the fund house in this example is not allowed to 
charge any performance fee for the year of 1997. Before the 1992 amendment, fund 
houses could charge investors for performance fee even though there was no actual 
gain for the investors. The enforcement of higher-high basis calculation eliminates such 
unfair practice. 
Rebate From Brokers 
Securities brokerage firms in Hong Kong offer all kinds of rebate to fund houses in 
order to solicit and secure business from them. The amount of rebate is ranging from 
20% to 50% of the brokerage fees being paid from the fund. The form of rebate could 
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be in cash, or "soft dollar" which includes free travel, entertainment, office equipment, 
premises, etc. If the fund manager is an active trader, the amount of rebate could be 
very substantial and a major source of income for the fund house. 
There is a wide spectrum of attitude towards rebates from broker. On the one end, 
some commentators welcome such rebates, and believe such practice is prevalent in 
Asian and offshore markets, therefore any measures to prohibit rebates will adversely 
affect Hong Kong's competitive position, and that any problem with cash rebates could 
be resolved by disclosure. They also argued that small investors are only interested in 
performance, and that they would not be prejudiced by the rebate prohibition as 
rebates are bulk discounts which they could not get on their own. 
On the other end of the spectrum, some commentators argue that existing practice 
makes it di伍cult for clients to identify the true fee structure of a fund manager and 
creates a conflict of interest between the manager and investors, especially for 
approved CIS in Hong Kong because they are approved to be marketed to retail 
investors who may be relatively unsophisticated. Rebates to managers rather than to 
investors conflicts with the principle of best execution of portfolio transactions and 
also with the fiduciary duties owed by portfolio managers to their clients. They also 
argue that a prohibition of the retention of rebates by managers is appropriate to 
remove incentives for manager to "churn" portfolios to generate additional profits for 
themselves. 
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On June 29, 1994, the SFC published a consultation paper called "Cash Commission 
Rebates and ‘Soft Dollar’ Benefits Received by Portfolio Managers from Brokers”^? 
The paper proposed to ban all cash rebates from brokers to fund managers. It also 
proposed that fund managers could receive the soft dollar rebates, if and only if it is 
demonstrable beneficial to the investors. The SFC invited professional bodies and the 
public to comment on this matter. 
In December 1994, the SFC published the consultation conclusion. The paper revealed 
that regarding cash commission rebates, a majority of commentators supported the 
proposal mentioned in the consultation paper, although a significant minority opposed 
68 
it. A survey of HKIFA members revealed a 65% support level and 21% opposition . 
Regarding the soft dollar, the consultation conclusions revealed that most 
commentators supported the thrust of the proposals. The HKIFA survey reflected a 
similar support level, and indicated that 91% of responding fund management firms 
supported the soft dollar proposals^^. 
The paper concluded that commission rebates to fund houses is forbidden and any cash 
rebates should go to the portfolio. Soft dollar rebates to fund house must fulfill the 
following conditions : 
1 • Be demonstrable benefit to the holders; 
67 The Securities and Futures Commission, Cash Commission Rebates and "Soft Dollar" Benefits 
Received bv Portfolio Managers From Brokers - Consultation, June 1994. 
68 The Securities and Futures Commission, Cash Commission Rebates and "Soft Dollar" Benefits 
Received bv Portfolio Managers From Brokers - Consultation Conclusions, December 1994’ 4. 
69 Ibid. 5. 
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2. Transaction execution is consistent with the best execution standards and 
brokerage rates are not in excess of customary institutional full-service brokerage 
rates; 
3. Adequate prior disclosure of the rebates and; 
4. Periodic disclosure including: the manager's soft dollar practices, the goods and 
services received by the manager. 
The new rules will become effective on July 1, 1995. However, fund managers will 
have a grace period to implement the new policy. Fund managers should ensure that 
their documentation is in compliance with the new requirements before the end of 
December 31, 1995''. 
Costs to Fund Investors 
Apart from the fees collected by managers as mentioned in the previous chapter, there 
are costs to the fund (in other words, its investors) resulted from operation. They are 
transaction costs and custodian fees. This chapter will try to explain the details of 
these two cost drivers and at the end of this chapter, we present two numerical 
examples which comply from the actual quotation from two active custodian banks in 
Hong Kong. 
The Securities and Futures Commission, Code on Unit Trusts and Mutual Funds, 20-21. Also 
adapted in Appendix 4. 
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Transaction Costs 
In Hong Kong, investors have to pay the following fees for securities purchase and 
sale: 
Buyer (i) Seller (i) 
Transfer deed stamp duty 0 $ 5 per deed (ii) 
Stamp duty 0.20 (iii) 0.20 (iii) 
Transaction levy 0.025 0.025 
Brokerage fee 0.25 (iv) 0.25 (iv) 
Custodian fee 0.125- 0.2 (v) 0.125 - 0.2 (v) 
Note: 
(i) o/o of the value of the securities involved (unless otherwise specified) 
(ii) If the share certificate is registered in street name, no transfer deed stamp duty is 
required. 
(iii) Rounded up to the nearest $1,000 of the value of the transaction 
(iv) At least 0.25% of the value of the transaction and subject to HK$50 minimum per 
- transaction. 
(V) These are handling fees normally paid by institutional clients or CIS who use 
custodian banks. 
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For bond and money market funds, the transaction costs vary and there is no standard 
governing the rate. Normally the charges range from 0.5% to 2% of the transaction 
value. 
Trustee/Custodian Fees 
As mentioned in previous chapters, the SFC specifies that every authorized CIS has to 
appoint a qualified trustee/custodian. The trustee/custodian plays an important role in 
monitoring the fund managers, safekeeping of the assets of the fund, and acting as the 
watchdog for the compliance of all the related rules and regulations. To comply with 
these obligations efficiently, custodians must be responsible for various administration 
and operation functions, including reporting, valuing the fund, settlement, book 
keeping, etc. and thus incur high costs. These costs are borne by the fund itself, but 
not by the fund management company. 
During our interviews, we talked to two active custodian banks in Hong Kong, 
Bermuda Trust (Far East) Limited and N T. Butterfield Trustee (Bermuda) Ltd., on 
the fee structure on custodian services/^ 
71 The services and quotations of these two banks are contained in Appendix 5 and 6. 
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An Illustration of the Costs to the Fund Investors 
To illustrate the impacts of various costs on CIS, we take equity fund as an example. 
For comparison, we assume three different fund sizes, US$5, 10 and 20 million. 
Front-end fee is 5 % of the fund size and management fee is 1.5 % per annum, which 
are the most prevalent in Hong Kong. The turnover of the portfolio is equal to 4 times 
per year, that is, the total transaction volume per year generated from the fund is equal 
to 4 times of the fund size. The fee structure quoted by the two custodian banks are 
quite different, but the results are much the same. The total costs amounted to 9.03% 
to 9.63% of the fund size per year. The results are complied in Table 4 and 5. 
If we assume that investors stay with the fund for more than one year，the total costs 
for the second year and thereafter will be reduced by 5% because no loading in 
successive years. This resulted in a lower cost of in the range 4.03% to 4.63% per 
annum. 
Currently, the dividend yield of the local market (Heng Seng Index) is around 3%, thus 
the dividend return plus any interest income from cash holdings may not be enough to 
cover the total costs to the fund. To generate real return to investors, fund managers 
must perform at least 10% return for the first year and 5% for successive years. 
» 
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Break-Even Analysis For A New Fund House 
Following the same assumptions made in the previous chapter except that the 
management fee is 1% per annum and the fund house could retain 1% of the front end 
fee as its income, we projected the budgeted income statement of a typical start-up 
fund house. 
The office space requirement for a fund house is quite small, if we assume that the fund 
house is a part of an existing financial institution. Hence, the o伍ce expenses and the 
cost of the supporting staff could be shared with other departments. Since SFC 
require an experienced fund manager to be a board member of the fund house, his 
salary could be as high as 2-3 million per annum. In this case we assume that we could 
hire a junior fund manager and keep the expenses as little as possible. New regulation 
from SFC will ban cash rebates to fund managers very soon. Thus, including cash 
rebates to the budget is unrealistic, and therefore we do not include the cash rebates. 
Soft-dollar is also under a much tighter control too, therefore we also exclude soft-
dollar rebates. The amount of performance fee is hard to predict as it depends on 
future performance, we will treat it as an extraordinary item and do not include in the 
budget. Based on interviews and research, the lawyer fees for setting up a new fund is 
around HK$250,000. A small amount of money, HK$30,000 per month is put aside 
for advertising and promotion. In preparing this budget, we assume that the parent 
company takes a rather long term view on the business. In particular, successfully 
setting up an approved CIS in Hong Kong could boost the group's image which is an 
intangible asset to the group. 
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Table 6 shows that based on our assumptions, a fund size of US$20 million may still 
not large enough to sustain the business. To make it viable, the size must be at least 
US$25,638,974 (or HK$ 199,983,997). A HK$200 million fund in Hong Kong could 
be classified as a mid-sized fund. This example evidently shows that this industry is in 
favor of large fund house because of economies of scale. Many expenses of the fund 
house are steady and fixed. The marginal costs of managing additional funds for a 
fund manage house is minimal. Most variable costs which are the transaction costs 
have been borne by the fund itself. In contrary, the business is hardly viable with a 
single fund unless the fund reaches a sizable amount. This creates high barrier of entry 
to small players. Casual observations also reinforced such hypothesis. New funds 
advertised lately are mainly from existing players or overseas management houses who 





Besides offering investors diversification it is also the purpose of CIS to provide 
management skills. The precise nature of these skills is open to debate but might 
include both investment selection and administrative skills as CIS relieve small 
investors of the problems associated with both the choice of securities and the 
administration of purchases and sales, capital issues and other matters. The ability of 
investment managers to consistently select securities which will yield above average 
returns for the risk assumed, however, is the subject of controversy. 
Herd instincts 
There are arguments that the performance of managers would be hindered by herd 
instincts of investors. On the one hand, investors swarm into funds with good long 
term records and admiring recommendations from independent advisors. However, 
fund analysts point to a consistent pattern in which the rush of money into a fund 
overwhelms the manager's ability to invest it all astutely. A fund manager pointed out 
"if a fund has a few good years, people write about it, and the money flows in quickly." 
The problems presented by excessive growth are especially crucial at small "boutique" 
flmd firms. Often they do not have the depth of management to handle the rapid 
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inflow of cash. A small fund with a good record in the past because of someone's 
talent at picking stocks, but as money pours in, the principal stock picker of a boutique 
firm suddenly turns into a business manager. Or, the stock-picking is delegated. In 
either case, the performance can suffer. Asset growth also leads to the problem of 
allocating resources in a limited number of good stocks available. This is evidenced by 
the observation that most growth stocks are small in their capitalization. As the fund 
managers started to invest in other stocks, they can no longer hold on their past 
performance. 
On the other hand, market crash like the one in last year always drive investors who 
are based on deep-rooted herd instinct to redeem their investment in CIS. In the case 
of open-end funds, the managers cannot afford to take a long term view of the fund 
investment in a bad market, for they must have enough cash for redemption. Even 
worse, sometimes they may need to sell off large portion of their portfolio to increase 
liquidity. In such case, they may subject to a larger “market impact" costs than an 
individual with a small portfolio. 
Operating Scale 
In the absence of either superior investment techniques or an ability to process 
information more rapidly, efficiently and profitably than others, investment managers 
should concentrate on minimizing the cost of the investment process. 
» 
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However, the complexity and delicacy of the administrative and compliance procedures 
associated with the management of the fund, as required by the law, hindered most 
funds, with the exception of funds so large that they can afford a suitable organization. 
Larger firms appeared able to control costs better because the typical cost structure of 
a fund house is essentially based on fixed costs, in particular the personnel costs and 
the amortization of equipment and software specific to the activity performed. By 
nature these costs do not adjust to variations in returns and assets managed and thus 
created a situation of high operating leverage. As a result, concentration in reputable 




We have been so far discussing many issues concerning CIS in Hong Kong. In 
particular, we outline the market and the structure of CIS, and cite some of the 
arguments for and against using CIS as an investment tool. We also highlight the 
recent market development, as well as the regulatory environment for CIS. A 
comparison between the CIS legislation in Hong Kong and other countries add further 
insights on investors protection and operating flexibility of the industry. Finally, we 
have a close look at the economic and operating issues of setting up and running CIS 
from the practitioner's point of view. The detailed cost analysis which provides for a 
better understanding of the actual costs involved in CIS investment is also beneficial to 
investors. 
It is our intention not to enter into numerous theories and controversies over the 
economics of CIS nor to criticize our complex legislative system. We limit ourselves 
to making some purely personal observations on certain aspects of the CIS in Hong 
Kong, and trying to identify, at least in part, those aspects which are fundamentals in 
setting up and running CIS under the current regulatory and costing environment. In 
times, we also take the position of investors to examine whether there is sufficient 
protection under the current legislation, and the costs and benefits regarding to CIS 
investment. 
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For the fund managers, we have found there are enormous room for growth in the 
industry. However, the competition is keen and the market is dominated by large 
companies. This can be explained by several reasons as mentioned earlier: firstly, the 
banks, which play the role as an effective distribution network lately, begin to enter 
into the business one by one; secondly, the regulatory environment imposes higher 
costs for all players because of the need for compliance in marketing and 
administration; thirdly, the flexibility allowed for registration of offshore funds also 
encourages multinational fUnd operators to enter the local market; lastly, in Chapter 8, 
it is shown that the industry is in favor of large funds because of economies of scale. 
These factors create high barriers of entry for small companies into the market. On the 
other hand, due to the herd instincts, we have pointed out the likely underperformance 
of large firms when comparing to the small ones. 
For small investors, they have been well protected by the current legislation regarding 
malpractice since the establishment of SFC in 1989. However, investors should be 
aware of the high costs likely to be associated with using CIS, which in turn, may 





Funds Raised In The Stock Market 
HKSE""“ F K Total 
HKSE FEE {Rights (Rights Other Funds 
Year (IPO's) (IPO's) Issue) Issue) Issues Raised— 
No. I Amount Amount | Amount ^o. Amount I Amount Amount 
J ] ； ； ； ^ ] ^ ] ^ ] ] ； ] ^ � 170 """9 1,712 30 2,288 
24 1 4 — 695 17 980 6 1.935 
862 "14 797 342 4,138 
711 10 626 528 3,118 
191 1 一 166 2 0 0 397 
1Q7F； 6 315 0 1.205 
Q 0 ~ 580 5 367 0 2,299 
T ^ fi一 843 1 151 5 604 3 306 0 1.904 
^ Z g 9 1.412 0 2.099 
5 T ^ T — 3 5 0 1，570 
18 3.022 0 8.854 
T q ^ 6.389 27 6,489 0 20,337 
1Q«9 2 76 ~ 7 1,261 7 1,022 0 2,759 
^ ^ Z ^ Z I ^ — 4 1.094 4 1,094 0 3,078 
T ^ " " “ 8 2 0 5 4 7 909 ~ 4 742 6 568 0 4,273 
^ “ ^ 3 ~ ~ ^ 6 1.225 0 1.621 
——^"ZZIZI^ZIIIII-^—A^__348 8.895 
丽 18 — 35 28.388 31,207 
—— ^ ^ 
硕 9 3,368 21 5,574 
一 13 2,511 14,549 18,636 
丽 — 




Front End Fee Charges 
(From The Survey Conducted By HKIFA In 1993) 
Equity Funds 
Percentage o£ HKIFA mern|)er Tront End Fee Rate 
85% 5-6 % 
—15% I0-40/0 
Bond Funds 
Percetttg^e of HKIFA member i Front End F^e Rate 
15% 5-5.25 % 
70 % — 3-5 0/0 
15 % less than 3 % 
Warrant Funds 
Percentage ofHKIFA mmber Front Etid Fee Rate 
Almost 100 % 5-6 % 
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Table 3 
Annual Rate Of Management Fee 
(From The Survey Conducted By HKIFA In 1993) 
Percentage of Amual RateOf 
Funds HKIFA member F拥 
Equity Funds More than 90 % 1 -2 % 
Bond Funds More than 95 % 0.5 - 1.5 % 
Money Market Funds 90 % 1% 
Warrant Funds 77 % 1.5-2.5 % 
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Table 3 




Portfolio Turnover 4 times of the portfolio size per year 
Brokerage Commission 0.25% 
Stamp Duty And Transaction Levy 0.17% 
Frequency Of Valuation 52 times per year 
Front End Fee 5% 
Management Fee 15% 
Custodian Bank A 
Notes: 
Settlement Charges 0.15% of the transaction value 
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一 USD| USDl USD 
Fund Size — "5,000,000 lio",OOP,OOP 
、 
Custodian 
Annual Fee “ 15,000 一 30,000 55,000 
Set-Up Fee — 2,500 25,000 25,000 
Settlement Charges _ 0.15% 30,000 60,000 120,000 
Registration Fee 10,000 10,000 10,000 
Valuation Fee “ 5,200 5,200 5,200 
62,700 130,200 215,200 
Marketing : 
Front End Fee 5% 250,000 500,000 1,000,000 
250,000 500,000 1,000,000 
Transaction Fee 
Brokerage “ 0.25% 50,000 100,000 200,000 
石amp duty & Levy 0.17% 34,000 68,000 136,000 
“ 84,000 168,000 336,000 
Management Fee T 5 0 % 75,000 “ 150,000 300,000 
75,000 150,000 300,000 
Administration (Estimate) 
Auditor ~ ~ 10,000 10,000 I M 2 2 
“ 10,000 10,000 10,000 
Total Cost To The Fund [；；;^  —1,861,200 
Terms of % Of The Fund 9.63o/ol 9.58o/o| 9.31 o/� 
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Table 3 




Portfolio Turnover 4 times of the portfolio size per year 
Brokerage Commission 0.25% 
Stamp Duty And Transaction Levy 0.17% 
Valuation 52 times per year 
Front End Fee 5% 
Management Fee 150% 
Custodian Bank B 
Notes : 
Settlement Charges 0.125% 
Other Expenses not Included : 
USD 10 / new unit holder 
USD 4 / annum per unit holder 
USD 7 / Subscription & Redemption 
USD 15 / Transfer Instruction 
USD 4 / Issuance Of Certificates 
USD 1.5 / Distribution account 
• 
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USD| USD 丨 USD 
Fund Size 5,000,000 OOP,OOP ~20,000,000 
Custodian 
Inception Fee — 5,000" 5,000 5,000 
Custodian Fee — 15,000 30,000 
Cayman Annual Fee 3,000 3,000 3,000 
Cayman Secretarial Fee 3,000 3,000 3,000 
Settlement Charges 0.125% 25,000 50,000 100,000 
Accounting Fee 5,000 5,000 5,000 
Valuation Fee 10.400 10,400 10,400 
Retainer 4,000 4,000 
62,900 95,400 160,400 
Marketing -
Front End Fee 5% 250,000 500,000 1,000，000 
"“ ~250,000 500,000 1,000,000 
Transaction Fee 
Brokerage 0.25% 50,000 100,000 200,000 
Stamp Duty & Levy 0-17% 34,000 68,000 136,000 
84,000 168,000 336,000 
Management Fee " 1 1 0 % 75,000 _ 150,000 300,000 
75,000 150,000 300,000 
Administration (Estimate) 
Auditor 10,000 10,000 
10,000 10,000 10,000 
Cost To The Fund “ 481 





Break-even Analysis for A new Fund House 
Assumptions : 
USD/HKD 7.8 
Management Fee 1.50% 
Retained Front End Fee 1% 
No Performance Fee 
No Cash and Soft-Dollar Rebate 
Rental & Miscellaneous 1,400,000 (HKD) 
Expenses 
1 • Fund Manager 1,200,000 (HKD) salary expense per annum 
3 • Supporting Staff 1,600,000 (HKD) salary expense per annum 
Lawyer Fee 250,000 (HKD) 
Advertising 360,000 (HKD) 
Accounting Fee 100,000 (HKD) 
-Auditors Fee 70,000 (HKD) 
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“ USDl USDI USDI USD 
Fund Size — "1,000,000 "lM00,000 20,000,000 25,638,974 
Management Fee — 1 . 5 0 % 75,000 150,000 300,000 384,585 
Front End ~ ~ 1 % 50,000 100,000 200,000 256,390 
Gross Income “ 125,000 250,0^ 500,000 640,974 
Rental and o伍ce expenses 179,4^7 179,487 179,487 179,487 
Salaries 
Fund Manager 153,846 153,846 153,846 ~153；846 
Supporting Staff 205,128 205.128 205,128 205,128 
Annual Registration Fee (SFC) 2,513 2,513 2,513 2,513 
Lawyer Fee ；]^~ 位051 32.051 32,051 32,051 
Advertising 46.154 46,154 46,154__46,154 
Accounting Fee 12,821 1 2 , 8 2 1 _ _ I M ^ 
Auditors Fee 8,974 8,974 _ _ ^ _ _ 
f ^ a l Expenses MO.Q l^ 640,974 640,974 640.974 

















Chin. Opportun.t.e. buna 
| 
Japan Fuud (28/4) 
sTsO/'iaM
 ^ofio Mutual Fund. 
(Yield 5.76%) $23.91/25.22 
INVESCO




The Prudential Assurance Co Ltd 
Nippon Fund (28/4) 
$9.07/9.56 
USD
 Daily Ineom. 
� 









North American Fund (28/4) 
DM
































Prudential Eurooean Trust 
Pacific G
row



































kudentiat Japanese Trust 
Far Eastern W






















prudential Special Situations Trust 
Inttrnational W
arrant Fund (28/4) 
US Con.erv.tiv. EqurtiM
 
(rield 7.16%) CI9.36/20.43 
INVESCO
 Ati« Super Growth 









































(Yield 8.42%) Pta3,443.182 
Prudential Global Growth Fund 
Schroder* Hong Kong Money Market 
N«turBl RmourcM
 . 
(Yield 1.80%) $22.41/23.83 
INVESCO

















































ent Fund Ltd 

















































anagers Ltd 4869-0800 
R8C












Bf Hong Kong Spscial Situation. 
RBC






















































































Bf Thailand Fund Ltd 
•,』
„,;„, 
Bentlay Reid and Thom
as (HK) Ltd 
49.9p/52.6p 

















































































£1 643/1 729 
429.4p/452.1p 





























































































































(Yield 1.10%) $26.97/28.68 MNVESCO
 Sterling Managed Po^oho 
























































(Yield 5.13%) $10.0031/10.4264 
INVESCO























































 B...nc,a Po.Sr^^ 
H^eson PPC















































$5.95/6.30 Meg, Strategic Investment Ltd 2526-1087 
Gold M










JF Chin. Trust 
Meg. Pacific Fond (28/4) 
$16.82/17.67 
Gu.renfed Investment Fund 
$1318 
MPS P.c.f.c .nd 











ercury Selected Trust (SICAV) (28/4) 

















BEF Global Bond 




.nulife VIP 6 VIP + (28/4) 
$23.72 



























JF Eastern Smaller Comp.niet Trust 
Global Bond 












 Cont Eur Money Markets 
(27/4) 
$29.55/31.27 











 cont Eu 
JF Hong Kong Trust 
STG
 Global Bond 







al Growth Fund OJ 
Hambros  EquW
 Selec^on Fund Ltd (EQUUS) 
(27/4) 
$15.28/16.18 











JF India Trust 




M.nuWe Euro EF 
3.^3





















JF Indonesia Trust 
Global Portfolio 
$12.27/12.92 'North American Equity 






















































Yen Int Equity 
xd $10.26/10.82 
705.5p/742.7p 









 Fixed Interest 
$9.785/10.570 
ECU


























 Company Tru« 
Australian 




t^wnation.! Bond Fund 
JapaneM




















































































(Yield 4.89%) £24.772/25.762 




 “•  . 
$17.^17.93 .Dollar Currency 
$1.286/1.28fi 
Barings 










•Barinot Emerginfl V«>rld 
Futims Comminion. 
(r«ld 4.49%) $33.622^.966 
JF New







BarinQ. $ Emerging VWorld $0.708/0.761 






































North American Opportun.t..» 
70.0p/73.7p 
^









































RECOGNIZED JURISDICTION SCHEMES 
(Source: Appendix A of the Code) 
Jurisdiction/Applicable Law Scheme Type Exemption Clauses 
of the Code 
Luxembourg law of Part I schemes Chapter 4 
30 March 1988 on Chapter 5 
collective investment Chapter 6 
undertakings Chapter 7 
United Kingdom Section 78 schemes Chapter 4 
Financial Services Chapter 5 
Act 1986 Chapter 6 
Chapter 7 
Collective Investment Article 5 Chapter 4 
Funds (Recognized Recognized Chapter 5 
Funds) (General schemes Chapter 6 
Provisions) (Jersey) Chapter 7 
Order, 1988 
Protection of Investors Class A1 Chapter 4 
(Bailiwick of Guernsey) Section 8 Chapter 5 
Law, 1987 schemes Chapter 6 
， Chapter 7 
European Communities Unit trusts & Chapter 4 
(UCITS) Regulations Investment Chapter 5 
1989 of the Companies Chapter 6 
Republic of Ireland Chapter 7 
Financial Supervision Section 3 Chapter 4 
Act 1988, authorized Chapter 5 
Isle ofMan collective Chapter 6 
investment schemes Chapter 7 
The Companies (United Approved Chapter 4 
Kingdom Scheme Bye-Laws) schemes Chapter 5 




SCHEDULE OF FEES PAYABLE TO THE SFC 
(for the fiscal year 1994/95) 
Application Fee 
Umbrella fund $40,000 
each sub-fund $ 5’000 
Any other mutual fund or unit trust $20,000 
Authorization Fee 
Umbrella fund $20,000 
each sub-fund $ 2，500 
Any other mutual fund or unit trust $ 10,000 
Annual Fee 
Umbrella fund ^ 7，二^  
each sub-fund $ 4,500 
Any other mutual fund or unit trust $ 6,000 
The above fees are revised annually on 1st April 
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APPENDIX 4 
AMENDMENTS TO THE CODE ON UNIT TRUSTS AND 
MUTUAL FUNDS 
(December 1994) 
1. S. 6.24 : replace with 
6.24 Neither the management company nor any of its connected persons may 
retain cash or other rebates from a broker or dealer in consideration of 
directing transactions in scheme property to the broker or dealer save 
that goods and services (soft dollars) may be retained if: 
(a) the goods or services are of demonstrable benefit to the holders; 
(b) transaction execution is consistent with best execution standards and 
brokerage rates are not in excess of customary institutional full-service 
brokerage rates; 
(c) adequate prior disclosure is made in the scheme's offering document 
the terms of which the holder has consented to (see Appendix CIS); 
and 
(d) periodic disclosure is made in the scheme's annual report in the form of 
a statement describing the manager's soft dollar practices, including a 
description of the goods and services received by the manager. 
Note: Goods and services falling within (a) above may include : 
research and advisory services; economic and political 
analysis; portfolio analysis, including valuation and 
performance measurement; market analysis, data and 
quotation services; computer hardware and software incidental 
to the above goods and services; clearing and custodian 
services and investment-related publications. Such goods and 
services may not include travel, accommodation, 
entertainment, general administrative goods or services, 
general office equipment or premises, membership fees, 
employee salaries, or direct money payments. 
[New provision prohibiting retention of cash rebates, with soft dollar provisions 
substantially based on new C13 for Code of Conduct for Registered Persons] 
» 
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2. 6.24A Brokers or dealers connected to the management company, investment 
adviser, directors of the scheme or any of their connected persons may 
not in aggregate account for more than 50 per cent of the scheme's 
transactions in value in any one financial year of the scheme. The 
Commission may consider each case on its merits and may permit the 
50 per cent to be exceeded if the connected broker or dealer offers 
advantages to the scheme not available elsewhere. 
[Existing provision 6.24 amended slightly for clarity] 
3. Appendix C15 : replace with 
CIS Where a connected person receives goods or services from a broker or 
dealer (see 6.24 of the Code), a summary of the terms under which such 
goods or services are received. 
4. Appendix E : Notes to the Accounts : add 
6. Details of any soft commission arrangements relating to dealings in the 
property of the scheme. 
5. Appendix D12 : add 
D12 (d)all transactions carried out by or on behalf of the scheme must be at 
arm's length and executed on the best available terms. Transactions 
with persons connected to the management company, investment 
adviser or directors of the scheme may not account for more than 50 
per cent of the scheme's transactions in value in any one financial year 
of the scheme. 
6. 6.33 : Add 
Note: Percentage-based transaction fees payable to the management company 
or any of its connected persons may be disallowed as inconsistent with 
the management company's fiduciary responsibility. 
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APPENDIX 4 
QUOTATION OF CUSTODIAN BANK CHARGES (BANK A) 
CUSTODIAN SERVICES FOR UNIT TRUSTS / MUTUAL FUND 
FEE SCHEDULE 
ANNUALFEES 
- On first US$ 10 million 0.30% per annum 
- On next US$ 10 million 0.25% per annum 
- Over US$ 20 million 0.20% per annum 
Subject to a minimum annual charge of US$10，000 plus a one time set-up cost of US$ 
2,500. 
SETTLEMENT CHARGES 
Purchase/sale of securities 0.15% on market value 
REGISTRATION FEES 
US$ 2,500 per quarter 
This fee would be revised for a register of less than 100 members. For acting as 
Distribution Agent and receiving and collating applications from intermediaries we 
would charge on a time spent basis at a rate of US$ 80/hour. 
VATJIATION FEES 
US$ 100 per valuation. 
The above fees are inclusive of Trustee fees (if applicable). 
There shall be no additional charge for production of our standard reports 
e.g. periodic accounts and financial statements 
weekly scripts available lists (all markets) 
dividends receivable 
outstanding subscriptions and redemptions 
registrar's reports etc… 
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APPENDIX 4 
QUOTATION OF CUSTODIAN BANK CHARGES (BANK B) 
CAYMAN ISLAND UNIT TRUST - SCHEDULE OF FEES 
1. INCEPTION FEE US$ 5,000 
For reviewing all legal documentation 
relating to the set-up of the Fund 
2. TRUSTEE & CUSTODIAN FEE 0.15% per annum on the net asset value 
of the Fund subject to an annual 
minimum fee to be determined by the size 
of the Fund. All sub-custodian charges 
will be passed on and charged to the 
account. 
3. CAYMAN ANNUAL FEE US$ 3,000 per annum 
For Cayman Trustee Services 
4. CUSTODY TRANSACTION FEES 
a. Securities Transaction Fee * 
US$ 50 for each receipt and delivery. All sub-custodian charges will be passed on and 
charged to the account. 
b. Processing Fee 
A US$ 15 processing fee is charged for each payment and receipt related to the 
settlement and booking of money market and foreign exchange transactions placed 
outside the Bank of Bermuda Group 
c. Futures Positions 
US$ 15 is charged for each open or closed position 
5 VALUATION SERVICES US$ 500 per monthly valuation 
US$ 150 per weekly valuation 
6. ACCOUNTING SERVICES US$ 5,000 per annum for the preparation 
of two sets of financial statements for the 
Fund. 
100 
7. SHARE REGISTRATION FEES 
Retainer US$ 4,000 per annum 
Creating & Maintaining records US$ 10 per new account per unitholder 
US$ 4 per account per annum for the 
maintenance of unitholder records 
Subscriptions & Redemptions US$ 7 per subscription or redemption 
transaction (excluding the processing of 
the initial subscription which is included 
in the US$ 10 fee referred to above) 
Transfers US$ 15 for processing each transfer 
instruction 
Issuance of Certificates US$ 4 for each certificate issued 
Distributions US$ 1.50 for each distribution account 
* Please note that the abovementioned securities transaction fee is not applicable 
to both Hong Kong and Thai trades. The charges for these two markets are as 
follows: 
a) Hong Kong Trades ** 
0,125% of the value of receipts and deliveries of Hong Kong securities or securities 
listed on the Hong Kong stock exchange will be charged subject to a minimum of 
HK$ 200 (or equivalent in foreign currency) per transaction and a board lot fee of 
HK$ 5 per board lot 
b) Thai Trades 
0,25% of the value of receipts and deliveries of Thai securities is charged, subject to 
a minimum of US$ 50 per transaction 
** Please note that sub-custodian fees are included in the price of Hong Kong & 
Thai trades 
乂" of the above fees are exclusive of out-of-pocket expenses. Any services not 
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